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BUSINESS ACCELERATION AND THE LAW OF DEMAND: 
A TECHNICAL FACTOR IN ECONOMIC CYCLES 


I. INTRODUCTION 


The publication of W. C. Mitchell’s book, Business Cycles, has 
rendered obsolete all attempts to explain crises in terms of any one 
fact or any one narrow chain of causes and effects. The central 
problem, however, is as clearly defined throughout his remarkably 
comprehensive study of the details of the actual process as in more 
abstract treatments of single phases of it. It is the question why 
business adjustments do not stop at a point of equilibrium, but 
go on to a point from which a more or less violent reaction is inevi- 
table, and so on without apparent end. And it seems probable that 
of all the many circumstances which at every stage of the cycle lead 
to the next stage, the greater part can hardly be held primarily 
responsible for this primary fact; certainly not all are responsi- 
ble in equal measure. 

Disturbances originating outside the business world, so to speak, 
such as wars and crop fluctuations, can scarcely be held primarily 
responsible. Some such disturbances there are bound to be, and our 
system seems capable of manufacturing its crises out of any raw 
material that comes to hand, when the crisis is due, and of rising 
superior to serious provocation at other times. Some forces act to 
spread the effect of prosperity or adversity from one industry to 
another, thus insuring that a boom or sharp crisis will effect industry 
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in general, but they cannot be held responsible for the condition 
which they merely transmit. Nor can the familiar “forces of equi- 
librium”’ be held responsible, though they are acting at all stages 
of the process. 

There is one circumstance whose natural effect is different from 
all of these in that (1) it acts as an intensifier of the disturbances it 
transmits and (2) without any diminution of demand to start 
with it can produce a diminution. It can convert a slackening of 
the rate of growth in one industry into an absolute decline in 
another. This circumstance is not psychological, nor does it 
depend upon the nature of our credit system, nor upon the distri- 
bution of income, but rather upon the elementary technical neces- 
sities of the case. It is concerned with the way in which the 
demand for finished products is handed on in the form of a demand 
for machines, tools, construction materials, and unfinished goods 
in general. This circumstance is not to be erected into a “theory 
of crises,” but it is put forward as indicating that the purely 
technical side of this phenomenon is of prime importance, though it 
has been somewhat overshadowed by the more spectacular features 
of credit inflation, speculation, capitalization, and mob psychology, 
while its details have been blurred in the more general theories 


of “overproduction” or “maladjusted production.” 


II. CHIEF DATA TO BE INTERPRETED 


There are certain outstanding facts in the behavior of crises 
which point in one direction and can be linked together by one 
explanation. It appears, first, that raw materials and producers’ 
goods in general vary more sharply both in price and in the physi- 
cal volume of business done than do consumers’ goods, while 
wholesale prices fluctuate more than retail." 

The work of constructing industrial equipment appears to 
fluctuate more intensely than other types of production.? Its 
revival coincides, naturally, with a sudden and very great increase 
of investments. The failures which precipitate a panic are likely 
to be among producers of industrial equipment, although as to 


Mitchell, Business Cycles, pp. 502-503, and charts and tables, pp. 97, 100-103. 


2 Ibid., pp. 471-72, 483-84, 557- 
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this ‘there is no general rule.”’ Another fact closely connected 
with those already mentioned is the shrinkage of merchants’ stocks 
of goods in hard times? and their expansion in times of prosperity. 
Raw materials for manufacture are also carried in larger quantities 
at times when production is more active.’ In point of time, also, it 
appears that raw materials take the lead, beginning to fall in price 
before the finished products, while “technical journals usually 
report that the factories and wholesale houses are restricting their 
orders some weeks, if not months, before they report that retail 
sales are flagging.’”* Mr. Babson notes in one of his reports’ that 
“the production of pig iron forecasts the condition of the whole 
building industry and construction of all kinds,” and that “the 
turning point of the statistics on new building has been from two 
years to six months earlier than the general crisis.” In 1907 a 
comparison of prices indicates that certain goods bought by pro- 
ducers reached their highest point and began their decline earlier 
than the goods sold by the same producers.”?. These latter were in 
some cases goods for consumption and in some cases tools, etc., to 
be used in further production. Manufactured producers’ goods 
are not shown to be especially quick in feeling the upward trend 
of prices, though they rise farther than other types of goods.2 The 
demand for consumers’ goods fluctuates quite decidedly, but 
the greater part of its fluctuations appears to be the result of the 
changes in the amount of unemployment which result from the 
business cycle itself. Some changes in consumption are independ- 
ent of this cause, and these may well be among the independent 
causes of business cycles, but it would seem that only a compara- 
tively minor part of the total fluctuations in consumption can be 
of this character. 

* Tbid., p. 512. 2 Tbid., p. 452. 3 Ibid., p. 482. 

4 Ibid., pp. 502-503 and charts and tables, pp. 97, 100-103. (Quotation is from 
p. 502.) 


5 Babson, Reports, 1914, Charts Nos. 612 and 598, cited by Warren M. Persons, 
Amer. Econ. Rev., IV, 741. 


6 Tbid. 
7 Mitchell, Business Cycles, p. 501 and table, p. 98. Professor Mitchell’s classi- 


fication into ‘producers’ and consumers’ goods” does not quite accurately describe 
the commodities included in the table. 


§ Tbid., p. 461. 
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III. INDUSTRIAL EXPANSION AND DERIVED DEMANDS 


These data suggest a unified explanation, and group themselves 
about one industrial fact: the production of capital goods. Its 
importance has long been recognized, and several theories of crises 
have turned upon it. The aim of the present study is to present 
the underlying technical facts in a definite quantitative formulation. 

Every producer of things to be sold to producers has two 
demands to meet. He must maintain the industrial equipment 
already in use and the stocks of materials and goods on their way 
to the final consumer, and he must also furnish any new equipment 
that is wanted for new construction, enlargements, or betterments, 
and any increase in the stocks of materials and unsold goods. 
Both these demands come ultimately from the consumer, but they 
follow different laws. The demand for maintenance and replace- 
ment of existing capital varies with the amount of the demand for 
finished products, while the demand for new construction or enlarge- 
ment of stocks depends upon whether or not the sales of the finished 
product are growing.’ Normally, over a long period of years, there 
is a certain demand for new construction on which producers can 
rely, and hence the demand for new construction is a normal part 
of any demand schedule for this kind of goods. But it does not 
come regularly. 

The nature of the mechanical law at work can be emphasized 
by imagining the industry reduced to a mere machine. Price, for 
the time being, is to be disregarded. Finished goods are turned 
out as fast as wanted, and materials and means of production are 
instantly supplied as fast as the process of finishing requires them. 
On this simplified basis we can predict accurately how the speed 
of the different parts of the machine must needs vary, and the 
results will furnish an index of the varying strains that are put on 
the much less mechanical system that does these things in real life. 

The demand for a certain product, let us say, begins to increase 
steadily, each year seeing an increment equal to ro per cent of the 
original demand. At the end of five years the increase stops and 


* If demand be treated as a rate of speed at which goods are taken off the market, 
maintenance varies roughly with the speed, but new construction depends upon the 
acceleration. 
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the demand remains stationary. If the productive equipment has 
kept pace with the need, it is now enlarged by 50 per cent and calls 
for 50 per cent more expenditure for maintenance and replace- 
ments. Meanwhile there has been an added demand for new con- 
structions equal in five years to half the entire original equipment. 
If renewals are at the rate of 5 per cent a year, the first effect of an 
increase in demand at the rate of 10 per cent in a year is to treble 
the demand for the means of production, since a demand for new 


r 











"1914 1915 1916 1917 1918 1919 
Fic. 1 

The figure represents the course of demand (measured vertically) over a period 
of years (measured horizontally). PP’ represents the demand for the finished 
product and CC’ the derived demand in an industry engaged in construction and 
maintenance. 
construction has arisen twice as large as the previous demand for 
maintenance. At the end of a year the demand for maintenance 
has been increased because of the fact that there is now 10 per cent 
more capital to be maintained (see Fig. 1). Under practical con- 
ditions the increase in maintenance would probably be considerably 
less than 10 per cent, as it takes some time for the new machinery 
to be installed, and after that it is some time before it reaches its 
average condition of wear and tear. Until then the repair bills 
are comparatively light. However, this consideration does not 
affect the main feature of our problem, which is the suddenness of 
the increased demand for the means of production and the fact 
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that it is far greater as a percentage change than the disturbance of 
demand that causes it. 

What happens at the end of the five years when the demand 
stops growing? By this time the requirements for maintenance are 
50 per cent greater than they were, while new construction has 
been going on at a rate equal to twice the original maintenance 
account. The total output has grown to three and one-half times 
its former volume. But the demand for new construction now 
ceases abruptly. This means that if the producers engaged in 
construction work had enough capacity to meet the demand of 
the fifth year, the sixth year would see them running with four- 
sevenths of their capacity idle. 

This is a serious condition for any industry in the real world. 
It might well be serious enough to produce a panic if any consider- 
able number of industries were in the same condition at the same 
time. And yet something like it is a normal effect, an inevitable 
effect, of changes in consumers’ demands in a highly capitalistic 
industrial system. 

Thus the law of demand for intermediate products states that 
the demand depends, not only on the demand for the final product, 
but on the manner in which that demand is fluctuating. A change 
from one year to the next in the rate of consumption has a tempo- 
rary effect on the demand for the intermediate product which is 
greater than its permanent effect, in just about the proportion by 
which the total amount of investment in the intermediate product 
exceeds the amount annually spent for maintenance.’ In order 


t The assumption has been made that the new construction actually keeps pace 
with the demand for it, simply in order to have some figures that would not be too 
complicated. In fact, the supply is almost certain to fall behind the demand, thus 
lessening the amount of the overrun and of the ultimate revulsion without altering 
the principle at work. The law may be expressed algebraically, if the reader will 
remember that it represents only a purely mechanical view of the situation, and will 
supply for himself an allowance for the elements that are not included in the formula. 

Let t=years elapsed between two dates, /; and 4. 

Let C=rate of consumption at time 4. 

Let C+AC=rate of consumption at time of #4, the increase being distributed 
evenly through time ¢. 

Let J=investment necessary to produce output at rate C. 

Let L=average life of instruments included in J, in years. Then maintenance is 
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to bring about an absolute shrinkage in the demand for the inter- 
mediate product, all that may be needed is that the final demand 
should slacken its rate of growth. Making all due allowances for 
mitigating factors in translating the illustration back into real life, 
it is still difficult to see how the building and machine-making 
industries can possibly avoid the disagreeable experience of out- 
growing themselves in time of prosperity. For demand can never 
be expected to grow at an absolutely steady rate, and the slightest 
fluctuation seems destined to put the producer of capital goods 
in a situation comparable to that of a passenger forcibly carried 
) by his station. 


a 


This principle may be illustrated by a town which grows 
rapidly up to the size at which its industrial advantages are fully 
utilized and beyond which its normal production can expand but 
slowly. When the point of transition is reached from rapid to 

, slow expansion, the town may find that it has outgrown itself by 
the number of people engaged in the extra construction work 
involved in the process of growing. Houses to take them in, stores 

to feed and clothe them, trucks to haul the materials they work 
| with, offices, etc., all will be demanded, and thus a boom may 
be created which is none the less temporary for being based on 


, ; , , AC 
required at the rate L’ The demand for new construction during time t=IG, an 


AC ee? , ‘ 
annual amount equal to 7 Ct’ Demand for new construction is to previous demand for 
AC 1 AC 1 
maintenance as J-— : —, or as — : —, or as LAC: Ct. 
mata tes Ct Lk 
If L be large, as in the case of long-lived instruments, the disturbing effect is 
great. If it be small, as in the case of merchants’ stocks of goods of sorts that are 
turned over rapidly, the disturbing effect is far less, though still appreciable. 
: The total demand for replacements and for new construction may be taken to 
‘ R I ‘ I , LAC 
have increased from i annually, at time /; to an annual amount equal to i(3 ae, _ 


La. aC , - se — % 
= + c ) at time /, after which it would drop to i (1+ “). 


C or- ( I+ 

The last term of this expression is exaggerated, as has been mentioned, by ignor- 
ing the fact that it takes some time for new equipment to reach its average condition 
of depreciation and renewal. Any attempt to avoid this would only complicate 
matters without any substantial increase in accuracy. If we are thinking of dealers’ 
stocks of goods which change hands quite rapidly, the third term of the formula would 
hold substantially true. 
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tangible economic needs. The experience of the boom town has 
been common enough in the growth of our western country, and the 
blame need not be laid entirely upon the vagaries of mob psychol- 
ogy. In a similar way the great work of rebuilding which must 
follow the present war will give rise to a huge temporary addition 
to the demand made upon the industries engaged in reconstruction, 
and as this special work is accomplished and a state of slower and 
more natural growth takes its place, these industries will have to 
count on a corresponding shrinkage, not merely relative, but abso- 
lute. This will almost inevitably lead to a depression, and, if 
unforeseen, it may lead to a crisis. 


IV. DERIVED DEMAND FLUCTUATES FIRST 


This principle has another very interesting consequence. So 
far as the demand for new construction follows this law it not 
merely fluctuates more than the demand for the finished product; 
it also fluctuates in a way which gives it all the appearance of 
leading instead of following in point of time. This can be clearly 
seen if the course of business activity is represented by a curve as 
in Fig. 2 instead of by the straight lines used in the previous 
diagram. 

In this figure the curve which represents the rate at which the 
wholesalers take the finished product from the manufacturer is 
drawn on the assumption that the normal stock of goods in the 
hands of all the dealers is equivalent to four months’ consump- 
tion. The curve which represents the course of demand for a 
durable instrument of production is drawn on the assumption that 
the life of the instrument is approximately eight years. Had a 
longer life been assumed, the disturbance shown would have been 
much more marked. No necessary relation is assumed between 
the absolute heights of the upper and lower pairs of curves, the 
significant thing in each pair being the percentage fluctuation. 

The need for new construction, indicated by the shaded area, 
reaches its maximum when the demand for the final product is 
at its point of fastest growth. As soon as this rate of growth 
slackens and long before it has reached its highest point the need 
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for new construction has started downward. The curve CC’ 


represents the same impossibly fluid condition of industry that 
was previously assumed, in which the need for new construction is 
satisfied as soon as it arises. The curve cc’ is closer to the facts, 
for it represents the work of supplying the derived demand as 
lagging somewhat. It shows that, even allowing for this natural 
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Fic. 2 


—_——————— Demand for finished product. 

----+-+------ Wholesalers’ demand for finished product. 

-_-—-— - Hypothetical demand for durable means of production. Shaded 
area shows excess or deficiency as compared to needs of maintenance. 

-—-- ee Hypothetical demand for durable means of production with allow- 
ance for lagging. 


lagging, one might well expect to find some, at least, of the busi- 
nesses that furnish capital goods starting their revival before the 
demand for the finished products has reached its bottom point, 
and starting their reaction before the demand for the finished 
products has reached the crest of its wave. This lagging would 
naturally be more marked in the case of machinery and construc- 
tion generally than in the case of raw materials, partly because 
the disturbance in the case of long-lived goods is more intense, 
and because it takes more time to increase production by a large 
amount than by a small amount. Another reason is that the 
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long-lived goods are of a sort that takes more time to turn out, 
and a third reason is that the first increase in demand for finished 
products can be taken care of by utilizing the excess producing 
capacity which an industry using much machinery habitually 
carries over a period of depression. Thus they do not need to 
buy more equipment the instant the demand begins to increase. 

The investment in long-lived instruments cannot be reduced as 
readily as it can be increased. It is reduced, if at all, by the slow 
process of starving the maintenance account in dull seasons, and 
this policy is conditioned by such complex technical relationships 
that it is impossible to reduce it accurately to any set formula. 
The deciding factor is economic rather than technical, it is the force 
with which the financial pinch is felt rather than the fact that the 
reduction in output has made some of the equipment technically 
superfluous. On the opposite side stand the optimism of the 
employer or his industrial pride, or other elements of the “personal 
equation.” Thus the formula would be correct in representing 
replacements as diminished or postponed, but when it comes to 
estimating how much this postponement amounts to it is impossible 
to make any assumption that would not be quite arbitrary. 


Vv. THE HYPOTHESIS COMPARED WITH STATISTICAL EVIDENCE 


This hypothetical case agrees remarkably closely with the 
observed behavior of the demand for raw materials, manufactured 
producers’ goods, and manufactured consumers’ goods. It accounts 
for both the greater intensity and the greater promptness of the 
price movements of goods at the earlier stages of the productive 
process as compared to the final sale to the consumer, as well as 
for the fact that raw materials rise probably more promptly, if 
anything, though not more sharply, than finished instruments of 
production. The bigger the stock of goods as compared to the“ 
annual wastage and replacement, the greater this element of intensi- 
fication becomes. Anything tending to reduce the size of stocks 
and to speed up the turnover would seem to be advantageous as 
tending to lessen this intensification, so long as the stocks do not 
become so slight as to create the danger of an absolute shortage 
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in case of strikes, or poor harvests, or other unpredictable inter- 
ference with the normal course of supply. 

In attempting a more detailed test of this hypothesis, the rail- 
roads furnish the most favorable case, both because of the full 
statistics available and because the railroad is under obligation 
to carry whatever traffic offers at the time it offers, and so must 
needs adjust its facilities as best it can to the fluctuations of demand. 
It cannot “make to stock”’ in slack periods like the manufacturer. 
Thus the technical needs of the business are unusually free from 
disturbing financial influences. In the accompanying chart 
(Fig. 3) a comparison is made of railway traffic and purchases of 
cars over a period of fifteen years." The results of this comparison 
may be briefly summarized. 

1. The percentage fluctuations in car manufacturing are vastly 
greater than in railroad traffic, though the line BB’ indicates that 
they are still not nearly great enough to cause the equipment to 
keep pace with the needs of the traffic in its ups and downs, even 
if averaged over yearly periods. 

2. The orders for cars have the appearance of fluctuating 
ahead of the movements of traffic. On the basis of this fact, 
Mr. E. B. Leigh, of Chicago, has urged in several addresses and 
pamphlets that railroad purchases are the cause of business pros- 
perity. It seems undeniable that car orders reach their maxima 
and minima ahead of the index of general business activity, and 
even reach their maxima ahead of the maxima of railway traffic 
itself. As here analyzed, however, orders for cars do not move in 


* The data were taken from the Interstate Commerce Commission’s Statistics of 
Railroads in the United States, with the exception of the line representing “cars 
ordered,”’ which was taken from a chart made by the Brookmire service for Mr. E. B. 
Leigh, of Chicago, and published by him in various pamphlets urging the importance 
of railroad purchases as a cause of general prosperity. The 1915-16 figures for traffic 
and the 1916 figures for total car equipment and net change in car equipment were 
taken from the preliminary report of the Bureau of Railway Economics, based upon 
the same figures published by the Interstate Commerce Commission. Since these 
reports cover fewer roads than the Commission’s final figures, the totals would be 
misleading, and hence the net change between the 1915 and 1916 reports of the Bureau 
itself is used in placing the final points in lines AA’, BB’, and DD’. The resulting 
inaccuracy is so small as to be virtually imperceptible save in a chart drawn to a 
much larger scale than the one used here. 
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FIG. 3 


Line AA’ represents traffic (ton-miles plus passenger-miles, 000,000,000 omitted) 
the total from July 1 to June 30 being plotted as one point at January 1. 

Line BB’ represents total cars in service June 30 (0,000 omitted). 

Line CC’ represents half-yearly orders for cars (000 omitted); taken from chart 
published by Mr. E. B. Leigh substituting horizontal lines covering an entire half-year 
for points located in the middle of each half-year. 

Line DD’ represents the yearly net increase in cars (000 omitted) divided by two 
in order to correspond with half-yearly figures for car orders." 

The vertical ordinates are drawn at June 30 of each year. 


* By making the lower lines rectangular, a comparison is afforded of volume of 
demand for cars with rate of increase of traffic, and one that is fairer for judging how 
the significant data compare in point of time than if two lines of the same sort, rec- 
tangular or otherwise, had been plotted against each other. 

If both lines were made rectangular, the growth of traffic would appear as taking 
place at one instant. Car orders would have the appearance of growing a half-year 
ahead of traffic, merely because the first half of the period of growing traffic would 
not appear in the graph. If both lines were plotted as the upper one is, on the single- 
point system, a fairer result would be obtained with regard to the high and low points 
of car orders. In this case, however, another significant set of facts is wrongly dated; 
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any different manner from that which would naturally result if 
they were wholly guided by the need of moving the traffic—a 
result and not a cause." 

3. The direction in which the slope of the traffic curve deviates 
from the average slope agrees with the direction in which the 
yearly volume of car orders deviates from the average volume in 
twelve out of fifteen years. The disagreement is comparatively 
slight in one case (1904), and the failure of car orders to rise above 
the average in that year may be explained by the fact that car 
equipment had been catching up on traffic in the year preceding. 

4. A change in the rate of growth of traffic is accompanied by a 
similar change in yearly volume of car orders ten times, by an 
opposite change once (1908), and in three cases one change or the 
other is so slight that the result may be regarded as neutral (1902, 
1911, 1914). These four years of negative or neutral results are 
in each case years in which car orders are lower with reference to 
the previous year than the state of traffic growth calls for, and in 
each case the preceding year was one in which car supply caught 
up with traffic noticeably. These cases, then, involve a retarded 


adjustment for which the contemporary slope of the traffic curve 
makes no allowance. 


namely, the beginning of an upward or downward bend in the slope of the traffic 
curve as compared to the beginning of the rise or fall in the absolute volume of car 
orders, with which it is to be compared. The beginning of a bend in the traffic curve 
is postponed, while the beginning of an absolute rise or fall in car orders is dated 
ahead, if both are plotted in this way. 

The method adopted makes the bends of the traffic curve and the rises and falls 
of car orders both appear as happening all at once, and shows them at their (probable) 
mid-point, ignoring the beginning of each movement. Thus a comparison between 
the two is not vitiated. With regard to the other sets of data, the attainment of a 
given rate of growth of traffic, and the attainment of a given volume of orders for 
cars, both phenomena appear too soon, in all probability, since the average for a period 
is shown as a uniform rate from beginning to end of the period. Thus the method 
adopted is one by which the data we are seeking to compare suffer similar distortions. 
By following other methods of presentation the writer has been able to give either 
set of data the appearance of lagging behind the other; a fact which serves to empha- 
size the conclusion that no proof of lag is contained in the figures. 


* No one would deny that activity in the production of railroad equipment has an 
effect upon other branches of business. The effects of any disturbance are widespread. 
The present contention is that the fluctuations are themselves natural results of the 
technical situation. ‘Their effect is, of course, self-re-enforcing. 
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5. The noticeable peaks of car orders fall within the years of 
maximum growth of traffic. The year 1916 is an exception, the 
growth of car orders being much delayed. Of the twelve half- 
years of fastest growth of traffic, eight correspond to the eight 
half-years of highest car orders, while two (1915-16) are periods 
of wholly abnormal conditions. Of the eighteen half-years of slow- 
est growth of traffic (including those of absolute decline) thirteen 
correspond to the thirteen half-years of lowest car orders. Of the 
four half-years of lowest car orders, one comes at the end of a 
two-year decline in traffic, another follows this one, and the other 
two follow immediately on the heels of the only other period when 
traffic absolutely declined. 

6. In these minimum points the orders for cars appear to lag 
behind the shrinkage of traffic to which they correspond, thus 
supporting the contention that they behave as they would if they 
were governed by the needs of the traffic. The beginning of the 
recovery shows a similar lag. Apart from this there is no clear 
evidence of a tendency for either curve to lag behind the other 
when the level of car orders is compared with the rate of growth 
of the traffic, and the points of rise or fall in car orders are com- 
pared with the points of increase or decrease in the rate of growth of 
the traffic. 

7. The general trend of car orders is slightly downward, in spite 
of a great increase in traffic." The net yearly additions to the equip- 
ment of cars trend quite strongly downward. 

In short, the figures, so far as they go, bear out the statement 
that the demand for cars varies with the rate at which traffic is 
increasing or diminishing rather than with the absolute volume of 
the traffic. 


VI. WHAT GOVERNS THE SIZE OF STOCKS 


So far the assumption has been made that the need for produc- 
tive instruments and materials varies with the output. It may be 
that this assumption will be challenged in some cases, however 
well it tallies with common experience in most situations. Where 
the rate of turnover can be easily increased, it may seem natural 


* This may be accounted for by an increase in the capacity of cars. 
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that producers should take their gains partly in this way rather 
than bear the burden of an increased investment. However, this 
could only happen if the producers had previously been either 
careless enough to let the turnover become unduly slow, or else 
had been unable to speed up the turnover in slack times by carrying 
a decreased stock. In production of a technical sort such as that 
of factories, machine-shops, railroads, etc., the length of the process 
cannot be reduced at will. It is the business of the staff, from 
president to foremen, to keep the work moving at all times as fast 
as is reasonably possible, for waste time is waste time always. It 
is only in mercantile production that the rate of turnover can be 
increased more or less at will, and even here it is natural to increase 
the investment when the output increases. 

The size of merchants’ stocks is governed by many considera- 
tions, some psychological, some commercial, and some speculative. 
If a dealer knew beforehand just what goods would be demanded 
and just when, what kind and brand and quality and quantity, he 
would really have no need of keeping any stocks at all, save to 
serve as samples. If the static state means absolute steadiness in 
the demand for everything—if there were absolutely no change 
and hence no uncertainty in the matter of consumers’ wants— 
dealers would be able to predict demand exactly. Even stock for 
sample purposes would hardly be needed, and the necessity for 
the investment of capital in large reserve stores of goods would 
virtually disappear. This need is the child of uncertainty, and 
uncertainty is a dynamic fact. Goods held against future demand 
are the playthings of chance and change. 

The chief reasons for keeping a stock are, first, to give the cus- 
tomer a wide selection of goods which he can actually inspect and, 
secondly, to give assurance of being able to fill large orders without 
delay. What is the effect of expanding demand on the amount of 
stock needed to fulfil these functions? Obviously, the larger the 
orders, the greater the danger of being sold out, unless the stock is 


increased in a corresponding proportion, or something not too far 
short of it. The increase in demand would not seem to make it 
necessary to keep any wider range of goods in stock. But if we are 
thinking, not of what is necessary, but of what is profitable, we have 





232 JOURNAL OF POLITICAL ECONOMY 


a different situation. The range of goods a merchant carries is 
limited largely by a process of natural economic selection, by 
weeding out the “stickers,” whose turnover is too slow to pay for 
keeping them in stock. With a quickened demand there are fewer 
“stickers.”” Some goods which were just below the line of tolera- 
tion will become profitable to handle on the basis of the increased 
rate at which they can be sold, and the natural result is the carrying 
of a greater variety of goods as well as of more goods of each kind. 
If the dealer is in doubt whether or not to keep a certain line in 
stock at all, a brisk state of demand will be likely to decide him to 
keep it. 

When we begin considering what is profitable, rather than 
merely what is physically necessary, we open up a wide range of 
considerations. The size of the stock is one element in the quality 
of service rendered by any dealer, which means that it is something 
in which he is likely to economize when business is poor, and to be 
liberal when he can afford it. When demand is expanding, mer- 
chants are in general prosperous enough to be able to afford to 
spend money for the purpose of improving the quality of their 
service. If the increase in demand is part of a general growth of 
business activity, the customers themselves will be in just such a 
prosperous state of mind as would put petty economics at a dis- 
count. They would be less influenced by a slight saving in price, 
which can only be made sure of after close study of the qualities 
of the goods, than by an obvious superiority in quality of service 
and range of selection. When the buyer’s mind swings in this 
direction the merchant is invited to respond in kind if he wishes 
to attract his share of the increase in business, rather than to 
attempt to do it merely by keeping prices down and seeing that the 
quality of the goods themselves is maintained. A time of general 
activity in business is a time when large stocks are good tactics 
commercially. 

One other fact which may make merchants more willing to 
invest in considerable stocks is that a time of growing demand for 
some one commodity, or a time of general increase in activity, are 
both times of rising prices for the intermediate products called for 
in the business affected. This makes these commodities a profitable 
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investment’ so long as credit can be had on easy terms with which 
to enlarge one’s holdings. Merchants tend to assure their future 
supplies by buying either outright or for future delivery. Buying 
for future delivery is usually a cheaper way in which to combine 
certainty of future supplies with a chance of a speculative gain if 
prices go up, but it is chiefly used by contractors, and by shops 
and factories, rather than by merchants dealing with finished 
products. 

Each of these two ways of meeting the situation has its own 
effect on the demand as felt by the manufacturer. Buying out- 
right intensifies it, while buying for future delivery has an effect 
which may at times prove even more disturbing. While not 
increasing the immediate effect of an upward swing, it puts the 
market in a condition in which, if the demand from consumers 
slackens or stops its growth, the demand for the same goods on 
the part of dealers cannot immediately shrink in full response. 
The boom is artificially prolonged for the manufacturer at the 
expense of the middleman, only to fall all the more suddenly 
when the future contracts have been filled. At such a time the 
same factory often sells the same goods at prices wide apart, the 
price on new contracts being cut to the barest minimum while 
good prices are still being received from middlemen unfortunate 
enough to have bought too far ahead.? Taking all these things 
into consideration, one is justified in concluding that an increase 
in demand naturally tends toward an increased investment in 
dealers’ stocks, which is, if anything, more than in proportion to the 
increase in sales, unless limited by: (1) difficulty in getting added 
credit to carry the extra “working capital,” (2) an extremely sharp 
rise in supply prices, (3) the fear that the prosperity is temporary, 
or (4) the inability of manufacturers to make deliveries. 


VII. CONCLUSIONS. SOME DYNAMIC LAWS OF DEMAND 


So far we have considered only one big division of the process. 
If we imagine the effect of all this on those industries which produce 
the tools and machinery used in the construction industry itself, we 


* Mitchell, Business Cycles, p. 459. 
2 Tbid., p. 488. 
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have a further possibility of multiplying the effects of a change 
in demand. In fact, the possibilities multiply with every step 
backward, for every industry which produces the means of produc- 
tion for some other industry has its own demand for its own tools 
and machinery to be filled. These possibilities of intensification 
are soon mitigated, however, by the fact that as we get farther and 
farther back we reach industries which produce machinery and 
tools for a large number of other industries at once, so that they 
register the effect of the average of a great many changes in a great 
many particular lines of production. Thus we finally reach the 
steel industry, which produces the chief of all the raw materials 
used in making capital goods. This industry is so large that a 
cha.ige in the demand for any comparatively unimportant product, 
however much it may be intensified in the way we have just studied, 
has no appreciable effect on the great mass of steel production of 
the country. Only the largest industries buy enough steel to have 
a decided effect on the demand for this basic material. Railroad- 
ing, which itself is to a very large extent engaged in the pro- 
duction of intermediate products, furnishes the steel industry 
with an outlet for its products which is so large as to be quite 
decisive and at the same time so fluctuating as to be a constant 
barometer of prosperity or of depression. And the steel industry 
itself is an equally important barometer, reporting in intensified 
form all general movements which originate with businesses closer 
to the final sale of the product. 

In summary, the chief attempt of this study has been to give 
an exact formulation to the relationship, in quantity and in time, 
between demand for products and demand for the means of pro- 
duction; a relationship which plays a large part in several different 
theories of business cycles, and the results of which are so obvious 
that almost all descriptions of business cycles display them. The 
main principles contended for are as follows: 

1. The demand for enlarging the means of production (including 
stocks of finished goods on the way to the consumer) varies, not 
with the volume of the demand for the finished product, but rather 
with the acceleration of that demand, allowance being made for 
the fact that the equipment cannot be adjusted as rapidly as demand 
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changes, and so may be unusually scarce or redundant to start with 
in any given period. The demand for equipment may decrease 
as a result of this law even though the demand for the finished 
product is still growing. 

2. The total demand for producers’ goods tends to vary more 
sharply than the demand for finished products, the intensification 
being in proportion to the average life of the goods in question.’ 

3. The maximum and minimum points in the demand for pro- 
ducers’ goods tend to precede the maximum and minimum points 
in the demand for the finished products, the effect being that the 
change may appear to precede its own cause. 

These are but a few of the dynamic laws of demand. Two 
others may be mentioned which have been brought incidentally 
into the current of the argument and which have been discussed 
by other writers. We have seen that the demand for durable goods 
depends, not merely on the price, but on the direction in which the 
price is expected to move in the near future, as judged chiefly by 
the direction in which it has been moving in the immediate past.? 
As this has been worked out by other writers, it need not be 
elaborated here, but may be listed as one of the dynamic laws of 
demand. Another fact clearly brought out by Mitchell’s study 
is that the demand for materials is sometimes hindered from react- 
ing promptly to a change in the demand for the finished product 
by the existence of standing contracts, which divide the market 
into open and closed sections. The result may be under certain 
conditions to accentuate the suddenness of changes. 


J. MAuRIcE CLARK 
UNIVERSITY OF CHICAGO 


* The “life” of a finished product in this statement means the length of time it 
remains unsold. 

? This fact is mentioned by Senior, Political Economy, 6th ed., pp. 17-20, esp. p. 18, 
as well as by Mitchell, op. cit., p. 459. Cf. also G. B. Dibblee, The Laws of Supply 
and Demand, pp. 139-40. 








SOME PROBLEMS OF LOGICAL METHOD IN 
POLITICAL ECONOMY 


The development of statistical data and technique, and the 
marked tendency toward the broadening of the scope of economic 
inquiry, have again made the problem of economic method an 
appropriate theme for discussion. This discussion cannot be left 
entirely to the logician, partly because he shows little interest in 
it and partly because there are many phases of it on which the 
economist can best throw light. There is a tendency among 
economists to fear overmuch for the integrity of their science and 
to try to maintain its borders intact by carefully avoiding encroach- 
ment on the fields of other sciences. Specialization has its advan- 
tages, as the economist has good occasion to know, but unorganized 
specialization means confusion instead of co-operation. If any 
body of scientists fail to adapt the subject-matter of their particular 
science to the needs of other sciences, each of the other sciences 
must appropriate from it such of its data as it needs for its own 
purposes, and even, if necessary, retain for itself the right of 
judgment on disputes within that science which have bearing on 
its own problems. And in no other of its border-line problems 
does political economy so urgently require a recasting and reanalysis 
of its principles as in the problems of logical method in political 
economy. 

The logical doctrines of the average economist are antiquated 
and inadequate for his needs. Furthermore, the literature of 
economic method is dominated by the writings of a group of econ- 
omists who were at the same time logicians of a narrow and 
largely discredited school. These economists, influenced by their 
general logical dogmas, either rejected induction in toto as a possible 
method of economic research, or gave it only grudging admission 
as the veriest handmaid to the deductive method. Contemporary 
logic has thrown new light on the character and possibilities of the 
inductive method, and has conceded it a much more generous scope. 
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If the economist follows the old economic logicians in their rejection 
of induction, his own practice, generally better than his precepts, 
forces him into contradictions from which he finds only partial 
escape by belated and inconsistent concessions to a method of 
whose value he would at first admit nothing. It is the purpose of 
this paper to set forth the differences between the two methods 
as they concern the economist, to state and examine the case 
which has been made against the use of the inductive method in 
economic research, and to outline the possibilities and the limita- 
tions of the method. The discussion of such logical problems and 
the use of such technical terminology as do not seem absolutely 
essential to the presentation of the argument will be carefully 
avoided." 

Deduction and induction are the two logical processes of 
thought, and are the reverse of one another in character, the 
former being the process of analyzing a generalization into its 
particular propositions, the latter the process of building up a 
generalization from a number of particular propositions. The 
deductive inference must start with a generalization, and general- 
izations are obtainable only in three ways: by complete enumera- 
tion of the individual propositions comprising the generalization, 
by hypothesis or assumption, or by inductive inference from 
incomplete enumeration. The first method is not a method of 
reasoning, since it merely supplies us with a collective expression 
for a number of known identical propositions; the second becomes 
inductive as soon as an attempt is made to bring it into touch with 
reality, since the generalization derives what validity it may thus 
obtain from the particular instances found to support it; the 
third is of course pure induction. Unless a science is wholly 
abstract or hypothetical, it must therefore rely on inductive infer- 
ences for its fundamental general propositions, and must consist 
largely of inductive inference and the deductive application of 

‘In my analysis of the various logical methods I adhere in general to the treatises 
of Sigwart, Laurie, Bradley, Venn, and Mellone. I may have departed in some 
instances from the conventional treatment of the problems, especially in questions 
of interpretation, and I do not wish to attribute the responsibility for any of the 


logical doctrines here stated to any particular writers, unless I make specific reference 
to them. 
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such inference to narrower groups of instances. Only the mathe- 
matical sciences are purely deductive, and they have remained so 
by remaining purely abstract. 

Inductive reasoning has its psychological basis in our instinctive 
tendencies to believe in the existence of a uniformity of causation 
in nature, and to argue from analogy and the association of ideas. 
In its fully developed scientific form it is of course much more. 
True induction is never merely the inference, from a few or many 
observed instances of the coexistence of two phenomena, of the 
universal necessity of such a correlationship. It demands the 
intuitive belief, obtainable only through knowledge and insight 
of the phenomena, that the coexistence was a necessary one in 
each instance of its discovery. It demands, also, the careful 
examination of new instances, before we may conclude that they 
resemble the old in the characteristics which seem to be essential 
to the existence of the supposed relationship. Furthermore, it 
demands the absence of known contrary instances, and the assur- 
ance that such contrary instances would have been discovered did 
they exist. Only after these conditions have been fulfilled may 
we be reasonably certain of the truth of our conclusion. Inductive 
reasoning can never bring absolute certainty, but it may bring any 
degree of conviction from a mere probability to what may be 
accepted as certainty for all practical purposes, But the deductive 
method cannot bring more certain positive results, since its con- 
clusions are either hypothetical or are derived from inductive 
premises of uncertain truth in the logical sense. The academic 
logician, whether he be economist or not, who demands absolute 
certainty as the canon of research, who sees no pause in the descent 
from absolute certainty to random guesswork, is therefore setting 
up a standard impossible of attainment in any but the purely 
abstract sciences.’ 

The nature of the methodological problem in political economy 
is not, therefore, whether induction can or must be entirely dis- 
pensed with—unless there is any sound argument in favor of 


*Cf., e.g., Bertrand Russell, Principles of Mathematics, I, 11: ‘What is called 
induction appears to me to be either disguised deduction or a mere method of making 
plausible guesses.” Cf. also E. B. Holt, The Concept of Consciousness, p. 12, for a 
similar opinion. 
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making economics a purely abstract, hypothetical science. Nor 
need it necessarily be conceived as a comparison of the relative 
importance of the two methods. The important problem for the 
economist is rather the question of the possibility of an extended 
use of the inductive method in research in other than a fashion 
purely subsidiary to deduction. 

The economists have surpassed the logicians, as is perhaps 
natural, in the looseness with which they have used the term 
induction. Thus, by Pierson’ the value of induction in economic 
research has been contrasted with the value of reasoning, as if the 
two terms were opposites. By many writers of the “historical 
school”’ induction was asserted to be the principal and even the 
only method of political economy, although they often used the 
term as if it meant the simple observation of particular phenomena 
without any attempt at the inference of general principles there- 
from.’ It is no longer necessary to spend time in refuting the claim 
that the mere record of the historical sequence of facts can be made 
to reveal an enlightening philosophy of history or to disclose with- 
out further analysis or interpretation an explanation of con- 
temporary economic phenomena. But the identification of the 
historical with the inductive methods is a mistaken one, and the 
weakness of the former in nowise involves the latter. 

The cause of induction has been further weakened by the 
excessive claims made for it and of it. Thus Mayo-Smith’s con- 
tention that by a simple process of analogy we can reason “from 
the prosperity of England to the principle of free trade, at least 
for industrially developed nations,’ is an exaggeration of the ease 
of research regardless of the methods employed, and is based on an 
inadequate notion of the nature and limitations of the inductive 
method, derived largely from his intellectual connections with the 
“historical school.”’ Similarly the critics of the inductive method 
have chosen their illustration of its inefficacy from just those 
problems which are the last to which the inductive economist 


* Principles of Economics, pp. 33-36. 
2 Cf. Ingram, History of Political Economy, New York (1907), p. 204. 
3 Cf. Ibid., p. 213, and Bagehot, Economic Studies, 2d ed., p. 12. 

4 Science Economic Discussion, p. 114. 
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would attempt to apply his methods. Mill offers, as tests of the 
possibility of the use of induction in political economy, such prob- 
lems as the determination of “the effect of a particular circum- 
stance in education upon the formation of character,’’' and believes 
that the failure of the inductive economist to solve such problems 
demonstrates the futility of his method. 

The objections to the use of the inductive method which have 
proved to be of most weight are those made by that group of 
English economists who were at the same time logicians of con- 
siderable authority, and were thus peculiarly able to impose their 
logical doctrines on economic literature. Most important of 
these was John Stuart Mill, and it is to his criticism of the method 
that we shall chiefly direct our attention. 

Mill defined induction more broadly than do most logicians, 
and did not demand for its successful application the fulfilment of 
all those conditions which we have put forth as essential to the true 
inductive method. Furthermore, he interpreted induction as 
a method bringing conclusions of absolute certainty. As a result 
of the breadth of his definition and the extent of his demands of 
the method, he was led to limit the possible application of the 
method to the fields in which the difficulties were fewest and of 
least importance. What these alleged limitations are, we cannot 
grasp until we have examined Mill’s exposition of the technique 
of induction. 


t Essays on Some Unsettled Questions of Political Economy, 3d ed. (London, 1877) 
Pp. 147. 

2 Senior, Political Economy; Cairnes, Character and Logical Method of Political 
Economy; J.S. Mill, System of Logic and Essays on Some Unsettled Questions of Political 
Economy; Jevons, Pure Logic and Principles of Political Economy. These form an 
extreme group in their condemnation of the inductive method. Sidgwick, Principles 
of Political Economy and Scope and Method of Political Economy (in collected Essays); 
Keynes, Scope and Method of Political Economy; and Bagehot, Economic Studies and 
Postulates of Political Economy (unfinished), are more moderate, but make induction 
subordinate. 

3 “Induction is that operation of the mind by which we infer that what we know 
to be true in a particular case or cases will be true in all cases which resemble the 
former in certain assignable respects. In other words, Induction is the process by 
which we conclude that what is true of certain individuals of a class is true of the 
whole class.”’—System of Logic, 7th ed., I, 319. 
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The technique of induction, first developed by Herschel, was 
given its most elaborate treatment by Mill in his System of Logic. 
His analysis of the methods of induction has been severely criti- 
cized by logicians, but the main points have’ remained intact, and 
it is mainly on questions of interpretation and formulation that his 
treatment has received any very important modifications. I shall 
follow Mill’s treatment, except where the revisions suggested by 
modern logicians are of significance to the problem of economic 
method. 

The purpose of an induction being supposed to be the proof 
that A is a cause of B, the problem of induction is, What are the 
possible methods of obtaining this proof? They all resolve them- 
selves into a demonstration that B is present wherever A is present, 
and that B is absent wherever A is absent. If, in a number of 
otherwise diverse situations, B is always found to be present when 
A is present, we may conclude that A and B are causally connected 
—the method of agreement. If the addition of A to a situation 
from which it was formerly absent causes B to appear in the situa- 
tion, and if the subtraction of A from the situation causes B to 
disappear, we may conclude that A and B are causally connected— 
the method of difference. Each of these methods may be improved 
if in each case we examine all the negative instances of A, and find 
that B is always absent when A is absent—the methods of double 
agreement and of double difference. These are the primary 
methods, from which are derived two other methods, the methods 
of residues and of concomitant variations. These latter Mill 
seems to think of quite minor importance, and in his discussion 
of the scope of the inductive method in political economy he 
practically ignores them. We will reserve further consideration 
of them until we have dealt with Mill’s treatment of the primary 
methods." 


t In his description of the methods of induction Mill speaks only of the mechanical 
means of discovery of correlationships, and ignores entirely the further problems of 
hypothesis and of intuitive discovery of the necessity of such correlationships as are 
found in each instance of their occurrence. As has been aptly remarked, Mill “ignores 
the constitutive faculty of the mind’’ (W. H. Blunt, article on “Logic,” Encyclopaedia 
Britannica). 
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The method of (single) agreement is applicable where experi- 
mentation is not possible. Mill asserts, however, that the method 
is unreliable for ascertaining causal sequences, because of the 
so-called plurality of causes to be found in nature. The method of 
(single) difference, on the other hand, almost always demands 
experiment, since it is very rarely that one finds in nature several 
situations resembling each other in every possible respect except 
the presence in some and the absence in others of a single cause and 
its effect. The “double methods” both require experiment for 
their application, since in no other way can we make sure that we 
have exhausted all the instances in which the cause to be studied 
is absent. Because of the existence of the plurality of causes, the 
use of the inductive method as an independent method of research 
is therefore impossible unless resort can be had to experiment and 
the artificial manipulation of material. Since the plurality of 
causes is most prominent in the phenomena with which the social 
sciences deal, and since experiment is practically impossible in 
these sciences, Mill is finally led to conclude that the inductive 
method is of no value in these sciences.’ 

The plurality of causes, of which Mill makes so much, is not 
nearly so important as he supposed. Mill does not distinguish 
between the doctrine that different causes may produce the same 
effect, to which alone the term may properly be applied, and the 
entirely independent doctrine that different causes may combine 
to produce a joint effect, but gives his adherence to both without 
any discrimination. Plurality of causation, if it were really 
existent in nature, would place serious obstacles in the way of 
scientific research not only by means of the inductive method, but 
by means of any of the methods of thought with which we are 
acquainted. But it seems to be the consensus of modern opinion, 
both among logicians and among the physical scientists, that the 
plurality of causes is apparent rather than real; that the belief in the 
plurality of causes is the result, not so much of its actual existence 
in nature, as of our inability to reduce nature to its simpler elements. 
The apparent plurality vanishes before exact investigation, where- 
ever such investigation is possible. But the concurrence of causes, 

* Some Unsettled Questions, pp. 137-53; System of Logic, Bk. vi, passim. 
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the combination of causes to produce a joint effect, is to be found 
in all actual situations. The doctrine of plurality, therefore, is 
only a practical working caution. Until we definitely discover 
the immediate cause, we must remember that what are apparently 
different causes may bring about the same event. If we can extend 
our investigation, we shall always discover, however, that the 
same immediate cause is contained in all these conbinations of 
causes. 

The problem of induction is to analyze these combinations of 
causes and of effects into their separate elements, and then to pro- 
ceed to the attempt at discovery of necessary relationships between 
the individual causes and the individual effects. Is isolation of 
factors for observation and experiment as impossible for the 
economist as Mill believes it to be? And is isolation of factors 
the only possible method of analysis of complex economic situa- 
tions? To answer these questions and to explain Mill’s affirmative 
answers, we must examine his statement of the nature of the 
subject-matter and the problems of political economy. 

Mill conceives political economy to be a psychological science. 
Political economy is ‘“‘the science velating to the moral or psy- 
chological laws of the production and distribution of wealth.’” 
The laws of political economy, according to Mill, are laws of mind. 
And the methods applied to the investigation of laws of matter 
cannot be used in the determination of the laws of mind, since 
“laws of matter and laws of mind are so dissimilar in their nature, 
that it would be contrary to all principles of rational arrangement 
to mix them up as part of the same study. In all scientific methods, 
therefore, they are placed apart.’? Human psychology is not 
available for inductive study, because of the differences between 
individual minds, the immense multitude of the influencing cir- 
cumstances, the practical difficulty of experiment upon human 
beings. 

Even in operating upon an individual mind, which is the case affording 
greatest room for experimenting, we cannot often obtain a crucial experiment. 

* Some Unsettled Questions, p. 133. 


2 Ibid., p. 130. Cf. Cairnes, Character and Logical Method of Political Economy, 
pp. 43-54, for a critical examination of Mill’s doctrine. 
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The effect for example of a particular circumstance in education, upon the 
formation of character, may be tried in a variety of cases, but we can hardly 
ever be certain that any two of those cases differ in all their circumstances 
except the solitary one of which we wish to estimate the influence. In how 
much greater a degree must this difficulty exist in the affairs of states.* 


Political economy, therefore, is conceived by Mill as a study of 
human psychology. But not of all human psychology, or even of 
real human psychology, but only of an assumed psychology. 


Geometry presupposes an arbitrary definition of a line, “‘that which has 
length but not breadth.” Just in the same manner does Political Economy 
presuppose an arbitrary definition of man as a being who invariably does that 
by which he may obtain the greatest amount of necessaries, conveniences 
and luxuries, with the smallest quantity of labour and physical self-denial 
with which they can be obtained in the existing state of knowledge 
Political Economy, therefore, reasons from assumed premises—from premises 
which might be totally without foundation in fact, and which are not pre- 
tended to be universally in accordance with it.? 


But the assumptions are not confined to the “economic man.” 
They are extended, although less explicitly, to the environment 
to which this creature is supposed to react. Private property, 
perfect competition, /aissez-faire, the English land-tenure system, 


are assumed to be as universal as the “economic”’ psychology.’ 
A hypothetical psychology and a hypothetical environment cannot, 
of course, be subjected to anything but hypothetical examination 
or experimentation. So long as the science is built upon such a 
basis, Mill is justified in claiming deduction as its only possible 
logical method, and that not a positive but an “‘a priori” or hypo- 
thetical deduction.‘ 


t Some Unsettled Questions, p. 147. 

2 Tbid., p. 144. 

3 Mill seems to have succeeded in keeping this rather heroic assumption implicit, 
only because of his prepossession with the psychological aspects of economic data. 
Some of his followers were pried apart from this attitude by the criticisms of the 
historical school. Cf. e.g., Bagehot, Economic Studies (London, 1888), p. 19 (2d ed.), 
and Ingram, History of Political Economy, p. 223, for a discussion of Bagehot’s defection. 

4 It was the tendency of the English school to reason from hypothetical premises, 
rather than their use of the deductive method, which was objected to by the “his- 
torical school.’ The “historical school’? did not expect much from the use of the 
inductive method, but demarded that deductions, if they were made at all, should 
be made from categorical premises obtained from historical material. 
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It was in this way that the English economists hoped to build 
an abstract economic science, closely resembling the mathematical 
sciences, and indeed with these sciences as their model. From the 
limited number of hypothetical propositions of human psychology 
and of the social environment accepted as the fundamental postu- 
lates of the science,’ there was to be derived the whole body of 
economic doctrine. The validity of this doctrine was conditional 
upon the validity of the postulates upon which it was built. If 
anyone chose to compare these doctrines with reality, he was at 
perfect liberty to do so, but in doing so he was stepping beyond 
the bounds of economic science, and indeed of any science. ‘‘To 
verify the hypothesis itself a posteriori, that is, to examine whether 
the facts of any actual case are in accordance with it, is no part of 
the business of science at all, but of the application of science.’ 
When the abstract economists concede that the work of testing 
and verifying the hypotheses, and of bringing them into agreement 
with reality, is to be done by induction—as they often do—this 
does not therefore involve the concession of a place for induction 
in economic research. 


The abstract economists exaggerate the possibility of obtaining 
a vast deal of knowledge from a system of deductions derived from 
an initial set of four or five propositions. Even the mathematical 
sciences, although they have the advantage of a completely abstract 
set of fundamental propositions, could not advance very far were 
it not that they start either with an infinite series of such proposi- 
tions, as does algebra, or, like geometry, are continually introducing 


* Several attempts have been made to formulate the fundamental postulates 
from which all economic knowledge was to be derived, and they have been reduced 
toas few astwo. Four seems to be the favorite number, however; cf. Senior, Political 
Economy, p. 26; Cairnes, Logical Method, p. 56; Cossa, Political Economy, p. 74; 
and for a discussion of these formulations, Sidgwick, Principles, p. 35 (2d ed.), and 
Keynes, Scope and Method, p. 243. 


2 Some Unsettled Questions, p. 143. 


3 For a criticism, by an a priori economist, of the view that the study of dis- 
turbing causes does not come within the bounds of economic inquiry, see Cossa, 
Political Economy (London, 1893), p. 78. Cossa also differs from Mill in contending 
that the ‘‘perturbing causes” can be most effectively investigated by induction, and 
thus grants to induction the important task of relating the hypotheses of the abstract 
political economy to the actual facts, as learned by inductive examination. 
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new material in the form of postulates, axioms, definitions, and 
hypotheses. The possibility of drawing out new knowledge in 
an endless stream from a given set of initial propositions, as a 
magician draws endless ribands of paper from an empty hat, is a 
purely fictitious one. And of the two alternatives to the econ- 
omist, of either relying on his imagination or resorting to a study 
of economic facts for his new material, the latter method is probably 
less subject to exhaustion. 

The contentions for such heroic abstraction as was advocated 
by the English economists seem to be as follows: Men are moti- 
vated by such conflicting desires, and the possibility of direct 
obervation of these desires in isolated operation is so limited, that 
only by abstraction from all the motives which actuate men except 
the “‘economic”’ one, and only by deduction from our knowledge 
of the action of this desire obtained through our introspective 
examination of its operation within ourselves, and our inference— 
induction!—that it operates likewise within other individuals, 
can we get sweeping generalizations of universal application. 
Similarly, only by assuming a uniform environment, and again 
relying on our introspection for the discovery of how the “eco- 
nomic” motive would operate in such an environment, can we 
save our generalizations, which apply to all men, from limitations 
by differences in the situations in which these men find themselves. 
To modify or reduce the extension of our generalizations as differ- 
ences appear in the psychology and environment of different 
individuals or groups, is to step beyond the bounds of economic 
science into the field of application of science. 

This reasoning does not seem very convincing. Almost always 
the value of very wide generalizations lies in their being broken up 
into narrower ones. We have in actual life to deal with special, 
and not general, situations, and the value of general principles 
consists in their provision of starting-points from which to derive 
less general principles, covering fewer instances, but telling us 
more of each instance. The old knowledge in each such case is 
obtained from the wider generalization, the new knowledge is the 
product of an inductive inference. In order to derive any benefit 
from our knowledge of how the “economic motive” operates in 
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a hand-picked selection of more or less hypothetical situations, 
we must compare that knowledge with what additional knowledge 
we can obtain from an examination of the actual situations in their 
multiform variety. 

How much of the reduction of generalizations, to apply to 
narrower and more completely described groups of instances, may 
be left safely to the individual practicing the art built upon that 
science, how near we may approach to particularism, at what 
stage the scientist may assume that he has obtained sufficient 
insight into the situations and their problems to make uneconomical 
and unwise a still further analysis, only individual practice and 
experience can reveal. The scientist, developing methods and 
tools of research, must confine himself to fairly extensive general- 
izations. The individual, practicing the art derived from that 
science, must start where the scientist leaves off, and end finally 
at the handling of particular facts. We have been too much 
dominated by the reasoning of Mill and his school, to the effect 
that application begins and political economy ceases as soon as 
we depart from the romantic generalizations of widest possible 
scope—generalizations as thin as they are broad. As a result, we 
are accustomed to regard the fields of money, or of labor, or of 
commerce, as “‘applied economics,” lying outside the field of 
economic theory. Occasionally we even meet a worker in these 
fields who claims freedom from the necessity of using economic 
“theory’’ or any theory. These critics of economic “theory” are, 
let us hope, really critics of those excessive generalizations of the 
pure deductive school, which are not always capable of being 
brought into closer touch with actual phenomena, and which, 
even if capable of comparison with reality, remain either extremely 
devoid of content or extremely removed from direct relevance to 
the problems of this world. But theory, generalization, the sys- 
tematization and organization of facts and the inference of causal 
laws therefrom, they must resort to, even in their “applied’’ fields, 
or they cease to be scientists, and become either descriptive artists 
or plyers of trades. 

The abstract economists justify their method by appeal to the 
example set by the mathematical sciences, a case of faulty inductive 
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inference. For the abstractions of the a priori economists, par- 
ticularly if these economists conformed in practice to the precepts 
dictated by their methodological theories, would be extremely 
heroic, while those of the mathematician are for ordinary purposes 
of little practical import. The areas contained in points and lines 
do not trouble the carpenter, unless he is using a blunt pencil; and 
the relations between ten and twenty which are only postulated 
by the mathematician for ten in the abstract and twenty in the 
abstract seem to work equally well when the ten or twenty are 
pounds or cabbages or dollars. 

But the “postulates” of theclassical political economy, 
while restricted and scanty enough, were not as hypothetical or 
“assumed”’ as was supposed by the economists who formulated 
them. The psychology of the “economic man,” faulty and unsat- 
isfactory as it was, in the one characteristic essential to the econ- 
omist above all others was not nearly as remote from reality as 
his creators supposed. In fact, it may almost be said that the 
“economic man’? was an actual Englishman of the commercial 
world, the description of whose behavior was correctly obtained 
by inductive inference from observation, but marred and distorted 
by faulty deductions from an inaccurate introspective, specula- 
tive psychology, in an attempt to obtain a rational explanation of 
the motivation of his behavior. In his commercial activity, with 
which the economist is primarily concerned, man is thoroughly 
economic. As economists we are concerned with his ends and not 
with his motives. His motives may be numerous enough and 
complex enough to merit the abstractions of the old economists, 
but in his ends he is simple enough for inductive investigation. 
The bottle of medicine for a dying child, or of wine for himself; 
the tools for his trade; the supplies for a home for the aged, bought 
as a contribution to the home from a future inmate—all are bought 
with the same end of getting the most for the least, whatever the 
motive for the purchase may be. Nor in asserting that the ordi- 
nary individual, in his economic activity, of his possible alternatives 
follows the one he most desires to follow—which is all the econ- 
omist need assert—do we preclude ourselves from the admission 
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that a laborer will not necessarily seek the higher wage if it involves 
the harder work or the longer day. 


It is of course allowable in the interests of science to start from such a 
fiction as that a number of persons are ruled only by egoism, and from the 
further fiction that the means of satisfying this egoism are seen and applied 
by them reasonably and consistently. But because a reality corresponding 
to these hypotheses can be nowhere ascertained, the deductions of this exact 
process cannot be confronted with reality. 

It seems a more fruitful way, and one more easily compared with reality, 
to start from ends. To obtain the greatest possible value with the least 
possible outlay of labour and capital is an end, which is not only quite com- 
prehensible, but is extensively present and acknowledged; from what motives 
individuals place this end before them is a further question which it is not 
necessary to take into immediate consideration for the consequences of the 
ree It is this end which must logically determine the behavior of 
man to a large extent. Whatever follows this end under given actual condi- 
tions can be constructed and can be directly compared with reality. .... 
In construction from motives we must work from the fictitious normal man.* 


In commerical activity the economic end fails to act in isolation 
only to the extent to which one party to an economic transaction 
concerns himself with the motives or welfare of the other. With 
the growing degree of impersonality this moral factor becomes neg- 
ligible; and the economic transaction becomes non-moral in the 
sense that each party excludes the other from his moral situation. 
The parties may not know each other, may deal only through an 
intermediary, human or mechanical, and except for the plane of 
competition as dictated by the various relevant forms of social 
control neither is influenced by anything but his immediate eco- 
nomic end. The plane of competition is always, at least in com- 
mercially advanced countries, a lower one morally than that on 
which man’s more personal contact with man takes place. Com- 
mercial transactions were not always impersonal—and therefore 
non-moral—nor are they completely so in special instances in 
advanced countries, or generally in backward countries. One 
cannot argue toward the determination of contract rents paid by 
tenant farmers in England on the basis of a deductive theory of 
rent resting on the complete dominance of the economic end— 


* Sigwart, Logic (London, 1895), II, 456-57. 
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as one may perhaps for urban rents in New York City. But if 
an inductive examination of the situation studied should lead us 
to believe that the economic end is dominant there in so far as 
concerns economic transactions, we are not driven to abstractions 
to discover what are the reactions of the group of individuals to 
the various economic phenomena within that situation. 

The economist is concerned with human behavior, and with 
human psychology only in so far as it is necessary for an explana- 
tion of human behavior in its economic aspects. In order to learn 
how men will act in a given situation, or how a change in the 
situation will modify their behavior, it is surely more practical to 
observe their behavior than to attempt to discover by introspection 
or otherwise what they might be supposed to do if actuated by 
a certain motive operating alone. Both methods are inductive, 
but the former seems to meet the canons of induction much more 
satisfactorily than the latter. Even the psychologist as such is 
beginning to rely less and less upon abstract, speculative propo- 
sitions, and to explain human psychology by the acts of men under 
given circumstances rather than by the mental processes behind 
these acts, which are not subject to inductive examination. The 
modern trend in psychology is decidedly away from introspection 
and the attempt to explain behavior by rational motives revealed 
by introspection. The psychologist looks rather to the systematic 
observation of behavior as the source of psychological general- 
izations, and uses the inductive method—experimental only in 
part—as a means of obtaining his general principles. The part 
which consciousness plays cannot be so revealed, of course, and 
here the method of inference from specific observation fails, but 
the economist as such is only concerned with the external aspects 
of human psychology, and can well afford to leave the analysis 
of motives to the speculative psychologist. The bonds which 
tie political economy to an out-of-date rational hedonistic psy- 
chology and its appropriate logical method of investigation are 
not indissoluble. 

But of even more importance to the fixation of economic method 
than the shortcomings of their psychology is the failure of the 
English classical economists, in their writings on methodology, 
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to realize that political economy is not wholly or even predomi- 
nantly psychological in character. One would be justified in 
concluding from Mill’s definition and description of the science 
that political economy was a subdivision of psychology, con- 
cerned with the workings of one human motive. The economist 
is not only concerned with man’s reactions to his environment in 
their objective manifestations, but he must also examine and 
analyze the environment and study the effects upon it of man’s 
reactions to it. Political economy has been too often described 
as if it were merely a “pure” or a priori psychological theory of 
value and distribution. Of much greater importance to the 
economist than any ‘“‘pure”’ theory is the knowledge and under- 
standing of the concrete facts of production, distribution, con- 
sumption, of the whole economic situation with all its causal 
processes. To most of this material the processes of specific 
observation, systematization, and inductive inference are appli- 
cable. To much of it, particularly in its dynamic processes, or 
processes of change, no other method is of any service. 

That the great field for research in political economy lies in 
the analysis of that vast proportion of economic phenomena which 
are predominantly objective in character, recent tendencies in 
economic literature and in the scientific activities of economists 
amply demonstrate. Objective economic phenomena not only 
can be subjected to specific observations, but can even be sub- 
mitted to that further process of analysis which consists of the 
classification, enumeration, and weighing of phenomena. If this 
is possible, analysis of complex situations into their constituent 
causes and effects, which Mill maintained was possible only 
abstractly by deduction, has been made capable of accomplish- 
ment by the direct method of induction. Psychological quantities 
themselves, though not as yet subject to direct measurement, can 
be measured with some approximation to accuracy through their 
objective manifestations. Wealth in terms of commodities, for 
instance, while far from being an accurate measure of welfare, may, 
for certain problems involving large masses of mankind in varying 
degrees of prosperity, indicate accurately enough for the purposes 
of the economist what changes have taken place in conditions of 
welfare. 





252 JOURNAL OF POLITICAL ECONOMY 


Of the methods of induction which we have already described, 
the method of agreement is always qualitative, and the method of 
difference when used quantitatively is only rudimentary, and is 
simply an undeveloped form of a more valuable quantitative 
method. It was to these two methods in their qualitative forms 
that Mill and the other writers on economic method have directed 
most of their attention. This was due in part to their narrow 
definition of political economy, which would make of it an inten- 
sive study of the operations of one psychological motive, and in 
part to the belief that all the objective phenomena of real impor- 
tance, at least to the abstract science, were matters of common 
knowledge and experience, not demanding systematic observation 
and analysis. If not immediately present to consciousness, the 
information was obtainable in predigested form from other sciences. 

With the accumulation of quantitative data, inference from the 
facts of common experience and knowledge gives way in impor- 
tance to the method of inference from facts not discoverable except 
by methodical and scientific ir -estigation of economic phenomena. 
Jevons, in arguing against the use of induction in political economy, 
asserts that the data of the economist are either the results of 
investigation by other sciences, or else are “old inductions” belong- 
ing to the collective experience of mankind.' He derives from this 
contention the conclusion that “specific” or systematic investi- 
gation of phenomena is not of value to the economist. But 
Jevons’ facts merely describe political economy as it was when he 
wrote; they do not detract from the value of the more scientific 
and productive methods of acquiring data followed by other 
sciences, unless we grant that political economy has, with such 
data as it has otherwise secured, already reached a stage of per- 
fection. 

The methods of qualitative induction can be applied only to 
situations where changes in kind have occurred, where a cause and 
a resultant effect different in kind from those already present are 
suddenly introduced, or make a sudden appearance in an economic 
situation. In actual economic situations causes rarely disappear 
entirely, and as rarely make entirely new appearances. Thus 


* Theory of Political Economy, p. 18. 
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with the narrow limitations on such experiment as consists in the 
addition or subtraction of causes in their entirety, the qualitative 
methods are scarcely ever completely applicable to economic prob- 
lems, and can be used with any approach to certainty only where 
the appearances or disappearances, whether natural or contrived, 
are so great that the original or the persistent elements can be 
safely disregarded as minor and negligible quantities. While 
these methods have limited scope in political economy, they are 
far, however, from being altogether inapplicable. Even those 
economists who were most decided in their contention that the 
abstract deductive method was the only one available to the 
economist made considerable use of these inductive methods in 
their economic researches. In some cases their chief contributions 
to political economy were predominantly inductive in character. 
Thus Mill’s entire theory of production, his discussion of the 
effectiveness of the various systems of land tenure,’ his analysis 
of large-scale production and of the laws of increase of labor, 
capital, and productiveness from land, his explanation of the 
differences of wages in different employments, his chapter on 


the future conditions of the working classes, his discussion of the 
problems of taxation, are characteristically inductive.? Cairnes, 
who was even more extreme than Mill in his belief in the futility 
of economic inductions, based his theory of non-competing groups 
on inductive reasoning, supported his theory of international 
trade by an inductive examination of gold movements and price 
levels in Australia,4 and made an entire volume of an inductive 


* Based on the analysis made by Richard Jones, an avowedly inductive economist. 
See Jones, “A Short Tract on Political Economy,” in Literary Remains (London, 1859), 
pp. 185 f. 

2 Principles of Political Economy, passim. Cf. Sidgwick, Principles of Political 
Economy, p. 32: ‘‘Why then, does Mill say that Political Economy is essentially an 
abstract science? . ... The only answer I can give is that in this and similar 
passages Mill is thinking, not of the theory of Production as he himself conceives 
and expounds it, but of the theory of Distribution and Exchange; and primarily of 
that portion of this latter subject which he distinguishes as ‘statical’ and not ‘dynam- 
cn.” ” 

3 Some Leading Principles of Political Economy, passim. 

4 Essays in Political Economy. (“Essay on the Gold Question.”) (London, 
1873.) 
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examination of the economics of slavery." Bagehot was equally 
inconsistent, since his work was almost entirely inductive—much 
of it quantitative induction, however—while Jevons made an 
inductive examination of the coal industry, and also tried to 
establish, by an application of the inductive method of agreement, 
the existence of a causal relationship between the recurrence of 
sun-spots and the recurrence of business crises. 

But the quantitative methods give promise of a much wider 
scope to induction in political economy. Quantitative induction 
—inference from measured or statistical data—is always prefer- 
able to qualitative induction, where the data have been gathered 
with sufficient accuracy of enumeration and classification, and in 
sufficient quantity.2. The mere fact that the factors in a situation 
have been measured and classified indicates a high degree of analysis 
of the situation and of knowledge of its significant elements, and 
makes it less difficult to avoid overlooking any essential elements. 

The quantitative methods of induction are the methods of 
residues and of concomitant variations, of which the latter will 
undoubtedly prove to be by far the more important to the econ- 
omist. The canon of the method of residues is thus stated by 
Mill: ‘‘Subduct from any phenomenon such part as is known by 
previous inductions to be the effect of certain antecedents, and the 
residue of the phenomenon is the effect of the remaining ante- 
cedents.”’ Thus stated, the method assumes that we have already 
successfully performed several inductions. The method is appli- 
cable where a number of causes combine to produce a joint effect, 
and all the causes but one can be submitted to specific inspection. 
If we wish to learn how much of the effect is to be attributed to 
this cause, we can do so by subtracting from the total effect all 


t The Slave Power. (New York, 1862). 


2“There is not a clerk nor bookkeeper in the country who is not engaged in 
recording numerical facts for the economist It is chiefly a want of method and 
completeness in this vast mass of information which prevents our employing it in the 
scientific investigation of the natural laws of Economics.’’—Jevons, Theory of Political 
Economy, p. 10. Note the inconsistency of this reasoning with Jevons’ rejection of 
the inductive method in political economy. See Venn, Empirical Logic, p. 437, for 
a reference to Mill’s inadequate treatment of the quantitative methods. 


3 System of Logic, I, 437. (Italics mine.) 
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that is attributable to the other causes.’ If all the causes are 
subject to specific inspection, it is a safer and less burdensome 
method to examine directly the cause whose effect we wish to 
learn. This method can only disclose a correlationship existing 
at a given moment, and can use statistical material covering a 
period of time only through separate inferences for each statistical 
time-unit. The method of residues is, in fact, of value, not so 
much in demonstrating the existence of a certain causal relation- 
ship, as in pointing out an as yet unexplained effect, or portion of 
an effect, the cause of which is to be sought. The method of con- 
comitant variations, on the other hand, is a direct method of dis- 
covering causal relationships where measurement of variations in 
phenomena over a period of time is possible. It may be stated 
simply as follows: Wherever some correspondence can be found 
between the variations of two phenomena in the same situation, we 
may conclude that these phenomena are causally connected. It 
is.not essential to this method that exact measurement of the 
phenomena be possible, but only that the intensities, or directions 
and degrees of change, of the two phenomena shall be comparable. 
If mortality from consumption varies with the amount of house- 


room per person, or if output per hour varies with the amount of 
light in the workshop or the length of the working-day, we may in 
each case conclude that these phenomena are causally connected. 


* Mill elsewhere retracts his admission that some of the causes can be measured 
inductively, and asserts that the method really resolves itself into a series of deductions 
to discover the effects of a number of causes, in order to infer the effect of the remain- 
ing cause. He contends that a direct deduction applied to the cause whose importance 
we wish to gauge would give us more certain results and would give them sooner. 

“Applied to social phenomena the Method of Residues presupposes that the 
causes from which part of the effect proceeded are already known, and as we have 
shown that these cannot have been known by specific experience, they must have 
been learned by deduction from principles of human nature; experience being called 
in only as a supplementary resource, to determine the causes which produced an 
unexplained residue. But if the principles of human nature may be had recourse to 
for the establishment of some political truths, they may for all.”—System of Logic, 
II, 461. 

Wrapped up in this reasoning are two further doctrines: first, that even the 
“disturbing causes”’ all arise from “principles of human nature,” or are psychological 
in character; and secondly, that even in the measurement of disturbing causes, or 
what Mill calls the “application’”’ of political economy, induction is not an available 
method. 
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Where several causes combine to produce a given effect, the 
effect may not vary with variations in one of the causes if these 
are offset by variations in the remainder of the causal situation. 
The method is applicable with a great deal of certainty where one 
element in the situation varies greatly, while the remainder of the 
situation is fairly constant. Under such circumstances, which 
among economic phenomena are by no means rare, the minor 
variations may be disregarded, especially since exact results are 
not required in political economy. 

Even where several of the concurrent causes vary considerably, 
the method is often applicable, although with a lesser degree of 
certainty. Artificial elimination of the disturbing cause may be 
possible, although this resource is of course very limited to the 
economist. Or it may be possible to discover the amount of 
influence exercised by the other factors by their examination in 
other fields. If the variations in the other factors follow a regular 
ascertainable order of change, the comparative importance of these 
factors at the different moments of time can be gauged, and allow- 
ance made with some accuracy for the amount of change in the 
effect to be attributed to the variations in these factors. Ifa great 
number of situations be studied, and most of the causes combining 
to produce the effect are minor ones, it will often be found that the 
changes in these minor causes tend to neutralize each other. 
Since in all these cases precise results are not demanded, the per- 
missible degree of error may be considerable, without destroying 
the value of the results if the variations in the essential factors 
have been great." 

For preliminary induction by the method of concomitant 
variations, it is sufficient to know that A varies as B, without 
further knowledge of the data which these symbols represent, to 
infer a causal relationship between A and B. It is on the basis of 
preliminary induction that many of the statistical tests of corre- 
lation and methods of allowance for error find their logical justifi- 
cation. But for true induction, the fact that a correlationship of 


* Cf. Jevons, Principles of Science, pp. 340-46, for a discussion of these methods 
of correction of results as applied to the method of difference—of which, of course, 
the method of concomitant variations is a special form. 
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phenomena is found, and persists throughout the period of investi- 
gation and throughout all the situations studied, would not be 
accepted even in the absence of contrary evidence or of the expecta- 
tion of the discovery of contrary evidence, as a sufficient demon- 
stration of the necessity of such a concurrence. For true induction, 
there is further demanded a direct acquaintance with the data 
and the situation, and an intuitive belief arising from the insight 
obtained through such acquaintance, that in each instance of the 
concurrence, such concurrence seemed a necessity of the situation, 
and not a possible coincidence. In concluding from an observed 
concurrence between two statistically measured phenomena that 
the concurrence is a necessary one, our inference obtains greater 
scientific validity when we discover that the phenomena we knew 
as A and B are congestion and mortality, or fatigue and output, or 
similar phenomena which by their known characteristics suggest 
the possibility of correlationship. 

Correlationships in statistical data do not demonstrate them- 
selves automatically. Some hypothesis is a preliminary to every 
inductive investigation. What elements of the situation shall be 
measured, and which of the measured elements are to be compared 
in the search for causal correlationship, cannot be determined by 
any set rules. Discovery, whether direct discovery of the correla- 
tionship within a mass of accidentally contiguous data, or, what is 
more probable, indirectly through the flash of insight which suggests 
a possible hypothesis, confirmation of which is to be sought in the 
data, is an essential preliminary of the inductive method; and 
discovery, in all its phases, is never automatic, or the simple result 
of formulated rules of discovery mechanically followed.t But 
direct knowledge of, and keen insight into, the situation to be 
analyzed is necessary, not only as a preliminary to the discovery 
of causal relationships between constituent elements, but for the 
knowledge of what are its constituent elements. 

The method of concomitant variations involves the resort to 
a number of assumptions, in the sense of propositions incapable of 


*See Jevons, Pure Logic, p. 295, for a criticism of Mill’s failure to emphasize 
this in his exposition of the methods of induction. 
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complete proof, which may detract considerably from its reliability, 
especially where the inference from the mere uniformity of recur- 
rence of the phenomena is not supported by the intuitive belief 
of the necessity of the concurrence in each individual instance of 
its appearance. The assumption that we can reason from a num- 
ber of instances of causal relationship to the universality of such 
relationship is of course the fundamental assumption of induction, 
which is itself derived from the fundamental assumption of all 
processes of reasoning that there is a uniformity of causation in 
nature. We have both instinctively and reflectively sufficient 
confidence in such uniformity to make such assumptions justifiable, 
until evidence to the contrary is discovered. The assumption that 
A is a cause of B because it varies with B is not justifiable, however, 
without further evidence. A and B may vary concurrently, not 
because A is a cause of B, but because B is a cause of A, or both 
are effects, or different aspects of the effect, of C. Day follows 
night, not because night is a cause of day, but because the day- 
night sequence is the result of a third factor, the revolution of the 
earth. Generally, however, we are not confined to the knowledge 
of a mere concurrence, for (1) we can either intuitively ‘“see”’ that 
A causes B in these instances by actual inspection of the phe- 
nomena; or (2) we may find some intermediate step in the causal 
process between A and B which explains the sequence; or (3) we 
may find corroboration in another inductive inference, or in a 
deduction, for the conclusion that A is a cause of B; or (4) we may 
find that a variation in A always precedes a variation in B, thus 
indicating A-B to be the direction of the causal sequence; or 
(5) we may exhaust the causes present in the given situation, and 
find that no cause other than A is competent to cause the variations 
in B; or (6) we may be able to demonstrate, experimentally or 
otherwise, that the causes operating on the one do not come into 
contact with the other, and therefore cannot be the proximate 
causes of both; or (7) we may find that A and B are really different 
quantitative phases of the same phenomenon at different moments 
of time, and may thus be led to seek some element in the causal 
situation which is present when the one phase appears, and absent 
when the other is present. 
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It is partly owing to these considerations that statistical data 
gathered at too long intervals, or with too long a period of time 
taken as the statistical time-unit, are often of little value to 
the student. Yearly price-statistics, for instance, would conceal 
the influence of the autumn demand for media of exchange on the 
autumn price-level, as would yearly output statistics conceal the 
effect of different weather conditions during the different seasons 
on the efficiency of labor. The lower price and the higher output 
in the autumn—if such happens to be the case—as compared with 
the situation in summer, would suggest the search for some elements 
in the causal situation not present, or not present to the same 
degree, during both seasons. But if any of the above tests could 
be applied, it would demonstrate that the high price-level of the 
summer was not the cause of the lower autumn price-level, and 
similarly that the high output in the autumn did not result from 
the low output in summer. 

The methods of induction and of deduction are coessential 
to any science dealing with concrete facts. All knowledge rests 
ultimately either on inductive premises, or on hypotheses, which, 
if modified to fit the facts, become inductive in character. Deduc- 
tion finds its scope in the application of inductive generalizations 
to particular instances or lesser groups of instances. There is a 
further field which is purely deductive, if it be proper usage so to 
term the derivation of generalizations from the facts of intro- 
spection. An inductive generalization covering a given class of 
instances may be verified by a deduction from a wider general- 
ization applying to a class of instances of which the given class 
is only part. The premises of a deductive inference may be veri- 
fied by specific inspection of some of the instances covered by these 
premises. A method may be used for purposes of exposition and 
persuasion which differs from the method of discovery, but cor- 
roborates its results. There is but limited scope for experiment 
granted to the economist, and what experiment does take place is 
rarely under the control of the technical economist, and never 
accompanied by the degree of control of the material circum- 
stances which the physicist considers essential to proper experi- 
mentation. The use of carefully enumerated and classified data, 
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covering a great number of phenomena, is the resource available 
to the economist as a substitute for experiment. The economist 
uses all these methods. He cannot confine himself to any one 
method alone, if his science is to deal with actual facts, since the 
method used to acquire knowledge is different from the methods 
used to verify and to apply it. The data of the economist are 
not hypothetical, nor are they entirely, or even predominantly, 
obtained by introspection or borrowed from other sciences. The 
larger part of economic data is to be derived from an inductive 
study of the industrial organization of society and of the behavior 
of mankind in industrial society. But the two methods of obtain- 
ing data are of co-ordinate importance. Neither is precluded to 
the economist, and neither serves merely as a nonessential sub- 
sidiary to the other. The difficulties of technique of both methods 
are equally great, and knowledge of both is demanded of the econ- 
omist. 


J. VINER 


UNIVERSITY OF CHICAGO 





THE SOCIAL AND ECONOMIC BACKGROUND OF 
WOODROW WILSON 


I 


From the time when presidential elections began in the United 
States people have been interested in the outcome. And there are 
many who now wonder how voters of the country could have made 
such a foolish choice as that of last November and what can be 
the vital forces that gave us a second term of Woodrow Wilson, 
with his sometimes exasperating moods, his lofty purposes, and 
world-ideals. Is it a revival of the influence of the Old South in 
the American nation? Is it the “predestination” of an able 
Presbyterian layman? Or have we not to do with far-reaching 
economic and sectional forces and purposes similar to those which 
have made or unmade presidents from the beginning? The con- 
tention of the following paper is that Wilson represents social, 
sectional, and economic influences more powerful and better 
grounded in history than most men have been disposed to recog- 
nize. 

There is something in Wilson which at once recalls the best tra- 
ditions of the South and suggests the stubborn dogmatism which 
animated the frontier divines who used to drill doubtful Greek and 
Latin into the heads of embryo preachers and statesmen. To any- 
one who knows Calhoun intimately, a conversation with the present 
chief magistrate suggests the air of that high-toned and stubborn 
leader. The soft, insinuating voice and the stern unchanging 
countenance, as one urges a new point of view or dissents from an 
old one, suggest that most ambitious of all southerners; but Wilson 
is no follower, even if he is an admirer, of Calhoun. Certainly he 
is not like Clay, the vivacious and the volatile, the changing and the 
irrepressible, candidate of the young West. It is rather a cross 
between Calhoun and an eminent divine of the old-style Presby- 
terian church that we have before us, both as a leader and as a 
follower of public opinion. One wonders sometimes which of the 
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two qualities predominate, just as one wondered many times during 
the Civil War which of those qualities predominated in Lincoln. 

Although a philosopher, he is not a second Jefferson, even if his 
attitude toward war-stricken Europe does suggest that versatile 
politician and easy-going statesman. He loves the South, as all the 
men I have named loved the South; but he would not suffer him- 
self to be wholly southern. The men from that section are not 
sufficiently worldly-wise to become his closest companions. His 
idea is to make them leaders of the new nation, as their predecessors 
were certainly fit leaders of the early republic. 

If Wilson is southern and his family have been southerners for 
generations, he is also western. There was a time when Prince- 
ton was the one institution where young and ambitious western 
youths repaired to learn the truth as it was found in the law and the 
prophets; where they went to learn how to preach, reform, and lead. 
Princeton was once the one college of the southern and western up- 
country, the place where great ideas were warmly received, high 
purposes were turned into noble deeds, and where life was as simple 
and as austere as was ever that of the great Calvin himself at 
Geneva. Wilson is the product of that Princeton and of the West 
still under the tutelage of Princeton divines. Therefore eloquence 
as well as urbane manners fit him well. He is southern and west- 
ern, gentle and sturdy at the same time—a puzzle to our sack- 
coated generation and an enigma to every foreigner who has met 
him and tried to fathom his purposes. I am doubtful whether 
prosperous business men of New York or anxious Englishmen have 
been more exasperated with him; not acquainted with our history 
and especially unacquainted with the influences which entered into 
the make-up of the older generation of American leaders, whether 
of church or of state, these honest people wonder when they go to 
Washington what manner of man this democratic aristocrat, this 
aristocratic democrat, must be. 

It is not unfitting that such a man should head the combination 
of South and West which has now governed the country for four 
years, four momentous years. It is the first time since James K. 
Polk that such a combination was really effective; for Buchanan’s 
administration broke down almost at the very beginning. There 
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was an effort at such a combination in the campaign of 1868, but 
the popularity of General Grant and the maneuvers of Tammany 
Hall defeated it; there was another such effort in the election of 
Tilden, but he was counted out with the consent of both parties. 
Cleveland was never more than an eastern man, a Republican in 
Democratic clothes. And hence we come down to 1912 to find the 
first real representative of South and West in the White House and 
acting upon southern and western principles. Suppose we trace 
briefly the history of the sectional alliances which lie behind Wilson 
and his party, glancing by the way at the opposing combinations of 
East and Northwest just enough to keep our bearings. 

Jefferson won all but four of the electoral votes of the South and 
West in 1800; and the combination was so popular that it con- 
tinued in power till 1824. At that time Henry Clay was the one 
active and pressing candidate of the West for the succession to 
Monroe, who both feared and distrusted the gallant and self-willed 
Speaker of the House. But somehow General Andrew Jackson won 
the hearts of the West and crowded Clay out just at the time when 
he felt that he must have the presidency. The popular vote of that 
year was so badly divided among four candidates, Adams from the 
East, Crawford from the South, and both Clay and Jackson from 
the West, that the contest was transferred to the House of Repre- 
sentatives, over which Clay presided. I believe that Clay had 
planned to be Speaker at this particular time and win the presi- 
dency from the House because of its peculiar devotion to himself. 
All the facts point that way. But Jackson’s popularity in the West 
prevented Clay from being one of the three whose names should, 
by the terms of the Constitution, be submitted to that body. 
Under these circumstances Clay and Adams undertook to form a 
combination by which they hoped to govern the country for four 
years and later make of it a coherent party organization that should 
long figure in American politics. Clay had a strong and loyal fol- 
lowing in Kentucky and Ohio. Adams was peculiarly strong in 
New England and with industrial interests in New York and Penn- 
sylvania. But Adams labored under the disadvantage of having 
been denounced by Clay in every western community; and Clay 
was at a similar disadvantage in New England, where he had been 
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hated ever since he had forced the war of 1812 on that unwilling 
section. Nor had Adams failed to add to the weight of this unpopu- 
larity of Clay by appropriate attacks upon him during the eight 
years of Monroe’s presidency. The accompanying map (I) shows 
the area of the Clay-Adams combination. It embraced the whole 
of New England and the Clay states of Ohio, Kentucky, and 
Louisiana. Maryland was divided. 

The economic program which was designed to satisfy these 
groups of American life included a high tariff for the East which the 
West did not want, a moderate internal-improvements system for 
the West which the East did not care to grant, and a strong national 
bank for the East which the West hated. The public-land ques- 
tion, which was, in the mind of the West, the first problem before 
the country, was not to be touched. It was impossible for New 
England and the West to agree on this subject, the farmer opposing 
even further sales of land while the latter insisted on free lands for 
all who would come and settle on them. It was Clay’s famous 
American system; but it was a weak platform on which to build 
any combination. 

The next four years showed this conclusively, for Jackson, 
Benton, and Calhoun formed a combination of West and South 
which rested on a better foundation. Their platform was free lands 
for the West, which the South did not like; a low tariff for the South, 
which the West did like; and internal improvements for the West, 
which the South hated. The bank was not mentioned, or if so, 
only incidentally. This was not a strong combination, but free 
lands for the West and free trade for the South promised enough 
to win Calhoun, and his friends helped Jackson to an almost unani- 
mous vote in Pennsylvania while Van Buren and his machine 
brought New York into line. Jackson received every electoral vote 
in the South as well as in the West, including that of Clay’s own 
state. Never did a sectional combination promise so well as that 
on which Jackson entered office in March, 1829. But underneath 
the outward appearance of contentment smoldered fires of hottest 
ambition and economic discontent. Calhoun had been promised 
the succession, but South Carolina was so impatient for an immedi- 
ate reduction of the tariff that it was difficult for its leaders to 
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refrain from telling the President that he must act at once. Jack- 
son was not the politician to receive orders. When he failed to 
reduce the tariff and then began to talk about remaining in office 
two terms, the extreme southerners broke over the traces. 

Then Van Buren, a discreet man, offered himself and all his 
assistance to help an old and professedly broken man manage affairs 
in Washington growing more hostile every year to the ways of 
western leaders. The offer was accepted with thanks and the sug- 
gestion went round that the astute New Yorker would make a 
good successor to the General when his two terms were out. Van 
Buren proved willing; and rumor, more than ordinarily strong on 
this point, had it that Benton was to succeed Van Buren in 1844. 
That would have been a beautiful arrangement. It left Calhoun 
out altogether, for the most loyal politician could hardly think of 
waiting more than sixteen years! 

The interesting thing to the student is the way Jackson and his 
group of astute leaders ignored Clay and the East; but it could 
hardly have been otherwise, for neither Clay nor Adams could ever 
do other than fight that rough old vandal, Jackson. So bitter 
became the war that nothing which the South and West had planned 
to do was done, although Jackson did destroy the bank before he 
left office. Van Buren’s and Tyler’s terms as President were little 
else than armed neutralities. They did little but wrangle. The 
country was distressed by a great economic crisis and men some- 
times lost faith in the Republic. John Quincy Adams actually 
urged its break-up into two sections and he found twenty-one mem- 
bers of Congress to sign an appeal to that effect. 

Out of the deadlock a young senator and rather reckless specu- 
lator and politician, Robert J. Walker of Mississippi, led the way. 
His way was a second combination of the South and the West. He 
proposed to annex Texas to satisfy the lower South, to seize all 
Oregon to please the Northwest; if these two sections united, he 
would reduce the tariff to suit the older South and the older West, 
states like Virginia and Kentucky; and next, he would grant liberal 
ship subsidies to the East in the hope of building up a great com- 
mercial interest there to counterbalance the industrial group. And 
finally, he would open China and Japan to the trade of New York 
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and Boston. The agreement was struck at Baltimore in 1844 and 
James K. Polk, an able politician and an austere Scotchman, not 
unlike Woodrow Wilson, was made President as the result. 

Clay was again a candidate for the presidency and thoroughly 
convinced that he would defeat his upstart rival in public leader- 
ship. But Polk received a plurality of thirty-five thousand votes 
and was inaugurated the following March. Unlike Jackson, he had 
not received all the electoral votes of the West and South. Ohio, 
Tennessee, North Carolina, and Kentucky were not in the bloc of 
states which supported the new policies. Otherwise the combina- 
tion held. The imperious lower South and the ardently expan- 
sionist Northwest were united. It was the rawer elements of 
American life that sustained Polk. And these elements knew quite 
as well what they wanted as did the more cultured and sophisti- 
cated East. 

Polk was a minority President, as was Woodrow Wilson during 
his first term. But he gathered around him one of the ablest cabi- 
nets we have ever had and he carried out every large item of his 
program. The legislation of 1845 to 1849 reminds the historian of 
the legislation of 1913 to 1917 except that Polk had a majority only 
of the House in his favor during his first two years and, “‘repudi- 
ated”’ in the congressional elections of 1846, he had both House and 
Senate against him when he went out of office. He had in that 
respect a more difficult task than Wilson has had; yet he took the 
tariff out of politics; he settled the old and vexed question of 
whether there should be a great national bank; the internal- 
improvements issue which had been a bone of contention since 
1816 was likewise disposed of till after the Civil War, except as 
it cropped out later in the policy of appropriating public lands for 
the building of railroads. 

Wilson, with a little more than 4o per cent of the total vote of 
the country behind him, but with large or safe majorities in both 
houses of Congress, seems to have taken the tariff out of politics; 
and he has settled even more satisfactorily the national financial 
system in the Federal Reserve act which, like the subtreasury sys- 
tem of Polk, distributed over the country the money resources of 
the government. In foreign policy there is no comparison, except 
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that foreign relations were in both administrations the most 
important questions before the country. 

A glance at the map will show what were the social elements that 
sustained Polk. It was the lower South, whose leaders were hostile 
to all protective tariffs, and the region we now call the Middle West, 
the poorer and least worldly-wise people of the country, that carried 
through the far-reaching legislation of that critical time. For 
thirty years the East, where the best-educated people lived, had 
demanded a monopoly of the vast and growing domestic market. 
Henry Clay had tried in vain to help them realize that demand, 
although by doing so he divided his own West, and was never able 
to regain the love and support of the majority of the people of that 
section. Still the East retained enough of the home market to 
secure an unprecedented industrial development in the years which 
followed Polk; and the South and West voted ship subsidies and 
found other markets for American products in such liberal measure 
that our carrying trade was fast crowding that of England off the 
seas when civil war ruined all. 

Polk and his relatively backward groups in the life of the time 
did thus legislate for the East better than the East could have 
legislated for herself. Out of the mouths of babes and sucklings 
was the wisdom of the East confounded. Corn at ten cents a 
bushel and cotton at ten cents a pound made unequal yoke fellows, 
but they proved a better team than industry supported by a high 
tariff and national banking with the monopoly of the public deposits. 
It has often proved exceedingly unwise to allow the trained, the 
specialist, and the wise to govern. The instincts and the prejudices 
of ignorant men have many a time served the growing American 
nation better than the learning and the experience of those who have 
“arrived” socially and economically. 

Despite the advent of the Whigs to power in 1848, all the policies 
of Polk and his southern-western combination were continued, and 
in 1852 Pierce came to leadership, leaning on the same national 
props that had sustained Polk. But the privileged southerners, the 
wise and the learned element of this combination, grew rich and 
foolish. Their northwestern brethren, drawn to them in so many 
ways, were compelled to set up housekeeping for themselves. 
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Lincoln became their leader. The self-centered South, doubling its 
income every decade, would not allow such ignorance to guide them. 
Relying upon their superior wisdom, they went out of the Union. 
Never was greater blunder, for the simple democracy of Lincoln 
and the instincts of plain wheat farmers were the best guaranties 
in the world for their protection against their bitter enemies in New 
England. 

The bloc on which Lincoln rested his administration did not 
include more than 4o per cent of the voters, and he found himself 
compelled before a year of the war had passed to abandon the party 
which had elected him. There was not enough of the West in 
sympathy with the East on which to build a majority till the war 
drew toaclose. For the East, the moment its leaders found them- 
selves in control of the machinery of government, demanded, first, 
a monopoly of the national finances, such as they had enjoyed from 
1816 to 1836, and, second, a monopoly of the domestic market, 
which Clay and Adams had failed to secure. 

The stress of war compelled Lincoln to yield in the national 
banking measures of 1862 and in the tariff laws of 1864. The men 
of the East loaned the government hundreds of millions at rates of 
interest a third higher than they asked of private business concerns, 
and before the end they had a strangle hold on the finances of the 
country. At the same time many, if not most, of the industries of 
the East made an annual profit of 40 per cent during the long 
struggle, and at the end they insisted on increasing their protection 
against all possible outside competition. Alienation of East and 
West thus began at the very beginning of the war. At the end only 
the blundering of President Johnson and the popularity of General 
Grant prevented a return of the West to its former ally, the South, 
now chastened of slavery and poor enough to make an agreeable 
yokefellow. 

When Grant retired, the two sections united their strength and 
their interests, and elected Samuel J. Tilden, only to have him 
counted out. Then the East and the Northwest managed to get 
on together a little better. The Northwest was becoming industrial 
on a large scale and the profits of eastern control of the national 
finances were beginning to be shared with Cleveland, Detroit, and 
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Chicago. The real West moved beyond the Mississippi. Minne- 
sota, Iowa, and Kansas became the natural allies of the South. 

Not until William J. Bryan arose on the crest of a wave of 
western discontent in 1896 was there again chance of a successful 
combination of the elements of the national life such as had put 
Polk and Pierce in office. The tariff was still an issue of vital 
importance in the South; the national finances were the point of 
attack for the West—the new West, one might say. Tariff and 
financial reform had animated the Jackson era; they were quite as 
animating in 1896. The policies of the United States somehow 
have not changed greatly in all the long years of a century of 
development. The land question was of similar import; it still 
appears as a vital matter in the conservation policies of the pro- 
gressives of all parties. 

But the Bryan campaign deserves further notice. It was a 
crusade. The South and the West were bent on wresting control 
from the East, and to do so they appealed to social forces and preju- 
dices as old as the country. Jefferson had been elected by the same 
kind of people who now shouted for Bryan; the East saw the full 
meaning of the struggle and its leaders hated Bryan quite as cor- 
dially as their predecessors had hated Jefferson. The elemental 
forces of the country were stirred. Millions of money were spent 
to defeat the combination; some of the best students think that 
it was never actually defeated, among others the first historian of 
the country. There was grave danger in the issue, although I 
cannot but believe that success would have sobered the best of the 
men around Bryan and prevented the adoption of more radical 
measures than Jefferson in a similar situation had inaugurated. 

It was a significant thing, though, for southern and far western 
states—for the poor of the old South, where a new hat was an event 
in the average household, and the poor of the West, where live 
stock and grain would not sell for enough to pay their freight to 
market and the interest on the cost of the land on which they were 
grown—to get together. Their association is shown in the map of 
the vote (Map VI), but their feelings of kinship cannot thus be 
expressed. Although western men talked of the glories of the Civil 
War, they did not hate the cotton farmers; and the southern men 
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began to think that after all Lincoln had been their kind of man. 
Sympathy and the will to understand each other were the results 
of the spectacular “‘first battle,” as Bryan put it. 

McKinley understood the strong tendency and the aims of 
his opponents. He fraternized or tried to fraternize with the 
southerners and he .made much good feeling. His efforts were, 
however, regarded simply as tributes to southern loyalty and to 
their chances of success in a future campaign. The Spanish War 
came and southerners volunteered in surprising numbers. Still 
nobody changed his vote. The combination of East and older 
West, of New England, Middle States, Ohio, Kentucky, Indiana, 
Illinois, and the Lake states of Michigan and Wisconsin did not 
offer anything to them. They still felt rich when they got a new 
suit of clothes. Big cotton and tobacco crops were made every 
year, but no substantial profits were left in any of the old states 
which made up the country from the Potomac to the Rio Grande. 
Yet the local merchant, when he went on in the autumn to New 
York to “lay in”’ his supply of goods for the ensuing year and renew 
the little credit he had, saw wonderful riches on every hand. From 
Baltimore to New York magnificent villas adorned almost every 
hilltop; the trains ran between rows of houses and factories and 
the country homes of the rich. 

By some process all the riches of a great country were being 
heaped up in the narrow region about New York. Wall Street was 
a wonder to him. To be known there would have turned his head 
and perhaps caused him to vote the Republican ticket at the next 
election. But there were so few of the merchants who ever had 
their names starred in Bradstreet’s Guide that they could never 
have carried an election. Moreover, if such merchants had changed 
their votes and thus deserted the Lord’s chosen people, they would 
have rapidly lost their trade till honorable mention in Bradstreet’s 
would have proved an empty honor. No; the returning merchant 
went back to his people, in most cases, wondering if the westerners 
were not in the same position that he was. He resolved to remain 
true to the solid South and pray for better western co-operation. 
This was the spirit of the older men who had seen Lee and 
Jackson; it was the spirit of their sons who had dreamed of a 
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new day when Bryan had risen in the West and held out a 
friendly hand. 


II 


Joe Wheeler might win honors in a new national war and Fitz 
Lee might be persona grata at the White House, but the average 
southerner only shrugged his shoulders and bided his time. Roose- 
velt came to office. He scourged the great men of the East with 
his sharp tongue; he called them malefactors of great wealth; he 
talked about the great West and played the cowboy; he even 
boasted of his Georgia mother and the heroic bravery of the men 
who “wore the gray.”’ All tono purpose. Southern men still held 
true and hoped that he might not demoralize the men of the West, 
their only hope. Charles Francis Adams, who had led the first 
regiment into Richmond in 1865, went South in 1908 to warn men 
against Bryan and his “isms.” But only a few men in Richmond 
who enjoyed credit on Wall Street or who were on the directorates 
of big business paid any attention to the distinguished New Eng- 
lander. Every southern state voted just the same for the “thrice 
repudiated candidate.” 

The more Roosevelt attacked the rich men of the East the more 
the southerners saw in their loyalty to Bryan a true southern trait, 
for southern men do not readily desert one in whom they have put 
their trust. The only way for the East to win the South was to 
take them in on the “ground floor”’ of their big business deals, their 
tariff schedules, their railway underwritings, and their financial 
operations. But that would be giving away the very thing that it 
was desired to conserve; moreover, one does not give bonus stocks 
to men who have no money or receive poor men to one’s bosom. A 
few men, shrewd senators from Virginia and cotton-mill men from 
the Carolinas, did make alliances with the East, and they are mil- 
lionaires. But before 1912 one could count the millionaires in any 
southern state on the fingers of one hand. The South was an out- 
lying province in American life, increasing a little in riches, building 
skyscrapers in a few of their cities, and putting on, in rare instances, 
some of the mores of New York. In Washington its representa- 
tives were laughed at, the more since they still wore the expressions 
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of countenance that had been in good form when Jefferson Davis 
was in the Senate. 

In fact, these members of Congress did not know very much of 
the ways of the world, not so much as some of their constituents; 
they spoke a language which reminds one of Shakespeare’s plays; 
wore clothes that would have been in style among Englishmen of 
the early Victorian age; and their little devices for saving money, 
for making a small income reach a long way, were pathetic. The 
New Willard was a palace whose purlieus would have bewildered 
them; a boarding-house with tall, narrow windows, high ceilings, 
and antique sliding doors was more to their taste, and more adapt- 
able to their purses. And they liked better to discourse of olden 
times with elderly ladies who had kept boarders since Lincoln’s 
time, with the statuesque widows of senators and congressmen who 
had been stranded half a century in the nation’s capital. 

This was not exactly the South that was to elect Woodrow 
Wilson, but these men were the solid and immovable pillars of the 
Democratic strength. The emancipated of the South, the men who 
wore well-cut sack suits, neat shoes, and the best of up-to-date hats, 
preferred Underwood, the business man’s candidate, or Harmon, the 
Wall Street entry. The money and the mills, the banks and the 
railroads, of the South were afraid of the pedagogue. He might 
have theories of the tariff, of money and trade, which might prove 
bad form in the head of a great country. And Wilson, the presi- 
dent of Princeton, the new Princeton and the home of rich men’s 
sons, of the luxurious clubs, and exclusive circles, was for a time 
on the side of the big battalions in American life. What college 
president was ever otherwise. It is the business of the heads of 
great schools to be persona grata with the men who count. Wilson 
was a good college president. Indeed, this quality was for a long 
time a rock of offense to the South. 

When George Harvey deserted his own “‘hand-picked”’ candi- 
date as an ingrate, as one who did not recognize the rules of the 
game as played in New York, the South became enthusiastic. 
Wilson was a true southerner then. Had he not married a member 
of a fine old Georgia family? Was he not reared in Columbia, one 
of the most southern of all southern communities? He was born 
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in an antique manse in Staunton, Virginia, he had lived in Wilming- 
ton, and he had attended Davidson College, North Carolina. Then 
he was a graduate of the University of Virginia and of Princeton 
University as well. If he had set out with the avowed purpose of 
becoming the South’s candidate for the presidency, he could not 
have accumulated a better collection of experiences and recom- 
mendations. Nor was Princeton a handicap. Many an old- 
fashioned southerner still remembered Nassau Hail, and twice a 
year got out his old dress suit in which he had graduated and care- 
fully examined it to see whether the moths or Father Time were 
working the greater havoc. 

Come to think of it, Wilson had an asset in the Princeton affilia- 
tions, not excepting his close friendship with Cyrus McCormick, 
who, although a trust magnate in the West, was, after all, a Vir- 
ginian proud of his pedigree. One thing remained to give the 
Princeton man his chance before the historic Baltimore convention, 
and that was to win the support of Bryan. For sixteen years the 
South had voted for the Nebraska leader and prayed as it voted, in 
spite of Mr. Taft’s bon mot to the contrary. If Bryan gave his sup- 
port to Wilson, few southern delegations would be able to withstand 
the pull of his influence. Even men of Virginia, where Wall Street 
had its strongest pocket boroughs, would stampede to him, Senator 
Martin and Delegate Thomas Ryan to the contrary notwithstand- 
ing. Bryan gave the word at last and Wilson was nominated. 

But in the ensuing election he received majorities only in the 
South and one far southwestern state. It was the division of the 
Republican party which gave him the presidency. The total vote 
of the Democrats was only about 4o per cent of the whole; but he 
had the moral support of a much larger body of the people than this 
election made evident. It was, after all, a combination of the 
South and West that gave him his strength. The older generation 
of these two sections were fully conscious of the combination, and 
they had dreams of the great things that might now be done. 

Wilson had a better support than Polk had behind him when he 
inaugurated the policies which endured to the end of the old south- 
ern régime. He took hold of his task in a similarly vigorous way. 
The tariff, now a hoary institution, was promptly reduced. The 
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national financial system, quite as dangerously chaotic as it had 
been in 1845, was even more radically reformed in the Federal 
Reserve Act of 1913. The immense financial power hitherto con- 
centrated in New York was distributed over the country, and a 
stability was thus given to our monetary system which it had never 
before enjoyed. 

And so on through the whole story. The national income tax 
for which South and West have wrestled these twenty years; the 
repeal of the Panama canal tolls act, which called into question our 
good faith in the world; the rural credits act, which endeavors to 
open the way to independence to farmers and tenants of other men’s 
lands; the child labor law, that all forward-looking men have 
favored for a generation; and even the proposed ship-subsidy bill, 
all point the way to a new economic era, and they find their sup- 
port in western and southern districts. This is not to say that 
patriotism is a matter of geography; it is only to assert what is 
evident to all that the majorities on which the Wilson régime 
depends come from the regions that have been trying to gain con- 
trol of the nation since 1896. There are men in the East who see 
good in this provincialism of clergymen and out-of-date politicians; 
and there are southerners who have outgrown the poverty of the 
nineties and who laugh at Wilson and his moralities. There are 
western men and newspapers of influence who do not understand a 
government which cannot be induced to pluck a ripe apple from 
another man’s orchard. But on the whole, the people who laugh 
at Wilson, ridicule his phrases, and resist his measures to the limit 
of their power dwell in the region of a certain island in the East 
which bears the savage name of Manhattan. 

But when one comes to the foreign policy of this unfortunate 
combination of South and West is one’s amazement aroused. It 
announces to the world, for the first time in history, I believe, that 
the government of a great nation refuses to serve as collecting 
agent for capitalists who take a notion to try their luck in the so- 
called backward countries. In other words, if you think you can 
make a fortune in South America, go with all good wishes and 
invest your savings; but if you get into trouble and do not get 
Io per cent on your venture, do not ask us who stay at home to 
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send navy and army to your assistance. The blood of the 
people is worth more than concessions and interest on invested 
money. 

To say to Japan “ Keep out of China,” or to urge the open door 
for a freer trade everywhere, belies our retention of the Philippines, 
and so we prepare to set up the islands for themselves, hoping that 
Japan and England and Germany will join us in a guaranty of their 
neutrality. We want other nations to keep hands off all American 
lands; if so, we must keep hands off the Far East. That is a won- 
derful thing in the world’s diplomacy. It is provincial America 
that believes in and asserts the astounding doctrine. 

Thus Woodrow Wilson had made his hand plain to the sections 
of the country, thus he had made a program in all its essential 
points, when the European avalanche came and well-nigh broke his 
power to charm. Europe declared that the rule of might was the 
rule of right, and eastern Americans, as soon as they recovered from 
the stun of universal war, seized the occasion to attack the theorist 
in Washington. Everything he had done seemed to win popular 
support, the combination of South, the “poor, backward South,” 
and bouyant, unsophisticated West, seemed to be invincible or 
threatened to become so. 

Men remembered now that Wilson had only won 4o per cent of 
the popular vote in 1912, that he was a minority President, and 
plans were laid to make an end of the Democratic combination. 
The East and the West must be reconciled. A candidate must be 
found who would hold all the states from Pittsburgh to Boston, and 
such a one was found. Then a candidate must be found who had 
never seriously alienated the men of the Northwest. Such a one 
was found and both appeared in one and the same person. Of 
course the nomination went to that man. He was without a doubt 
the best who could have been enlisted as a leader, only he did not 
believe in undoing the things that had been done in Washington. 
The problem, therefore, was to make a clear-cut issue. 

The tariff was offered, but little evidence was found that any 
new administration would risk a repeal of the Underwood law. 
Then the impotence of the United States in Mexico was held up as 
a standing disgrace, and many good men urged a “clean-up” of that 
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tangled situation; yet in the election it was seen that every border 
state, the ones that were supposed to be most in danger, returned 
majorities for the continuation of the rule of misrule in the neighbor- 
ing republic. Had not Europe demonstrated what blood and iron 
mean in history? Only New York and Philadelphia seem not to 
have seen. 

The last and great issue of the campaign against the South and 
West as governing agencies was that of preparedness. Every ounce 
of weight and influence that could be summoned was cast lustily 
into the scales. Had not the smug westerner heard the guns at 
Liége ? Would not the southerner, so famous in warfare, come out 
and fight for his own country, or at least prepare for a fight? This 
was the strongest case that the East could possibly have made, for 
many men of all sections felt that something must be done. They 
did not agree that Belgium could ever have armed successfully 
against seventy million Germans; but somehow they thought that 
perhaps there was truth in the old saying that in time of peace one 
must prepare for war, not realizing that if one arms, one’s enemies 
likewise arm. And they voted against the combination which put 
Wilson in office. 

Still, the program of tariff reform, the new banking law, the 
income tax, the rural-credits bill, and the ‘‘ golden rule”’ in foreign 
affairs ‘looked good”’ to the majority of the sections which had 
originally seen in the preacher-politician of Princeton a new leader 
and the promise of a better future. Every southern state Bryan 
had ever carried and some western states that had never voted for 
him, Ohio and California for example, adhered to the new leader. 
The result was a majority of the electoral votes and a plurality of 
five hundred thousand in the popular verdict. If the preparedness 
issue had not been available, one may conjecture that the result 
would have been as overwhelming as that of 1832, if not so over- 
whelming as that of 1804. The provincialism of West and South 
is about to become the wisdom of the East. The map (VIII) of 
the vote shows how strong an appeal has been made; a drawing 
that showed the vote of each party in states like Minnesota in the 
West and Massachusetts in the East would make plain how much 
greater the victory might have been. 
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Woodrow Wilson and the measures he has made into law as well 
as the things he contemplates are rooted deeply in the history of the 
country. The combination which some have regarded as new and 
ominous is the result of a long series of efforts; it is a recurrence of 
the conditions of earlier party history quite as much as the promise 
of a new and fresher American idealism. If the South voted solidly 
in the minority for half a century in order finally to have its day, 
the East, which has been in power during most of that long period, 
has the same promise of a return of victory if its ideals and its pur- 
poses are the kind which command the loyalty of common folk—if 
they are aimed at the uplift of the masses of eastern men. It may 
be taken as almost certain that the leaders of the present régime 
will soon enough lift their heads above the people who have made 
them and begin to legislate for special interests, and then the days 
of their usefulness will have been numbered. It has ever been 
thus in our history; why shall it not continue to be so? 


Wit1t1AM E. Dopp 
UNIVERSITY OF CHICAGO 





NOTES 


THE PROPOSAL OF THE CARNEGIE FOUNDATION FOR 
TEACHERS’ INSURANCE 


In a recent report of the Carnegie Foundation for the Advancement 
of Teaching,’ President Pritchett indicates what he considers the weak- 
nesses of the present pension plan of the Foundation and outlines the 
features of a proposed plan. He points out that although the fund 
which the Carnegie Foundation holds must by the conditions of the 
gift be used in the payment of retirement allowances and similar benefits 
to college teachers, the particular manner in which this is to be done 
is left to the discretion of the trustees; that it is their duty and respon- 
sibility to work out the best possible plan; that it was in accordance 
with such responsibility that the Foundation incorporated among its 
rules for granting retiring allowances the statement that “the Carnegie 
Foundation for the Advancement of Teaching retains the power to 
alter these rules in such manner as experience may indicate as desirable 
for the benefit of the whole body of teachers.” 

The trustees, at a meeting in November, 1915, received and dis- 
cussed the Report but took no action except to pass the following 
resolutions: 

WHEREAS, The benefit of the present pension system of the Carnegie 
Foundation is necessarily confined to a limited number of institutions and 
does not furnish to the teachers in those institutions adequate protection 
for themselves and their families; and 

WHEREAS, This system and any other non-contributing pension system 
involves constantly growing financial burdens, increasing the discrimination 
between associated and non-associated institutions, and creating an annual 
charge which may ultimately become too great for the fund to bear, 

Resolved, That the Board of Trustees approves the efforts of the president 
to devise a contributory pension system which without unfairness to the just 
expectations of institutions or individuals under the present rules shall enable 


* A Comprehensive Plan of Insurance and Annuities for Coliege Teachers. (By 
Henry S. Pritchett, president of the Carnegie Foundation. Bulletin No. 9, 1916.) 
The above bulletin was first issued in October, 1915, as “‘a confidential report” 
to the Trustees of the Carnegie Foundation and to the teachers of the institutions 
associated with the Foundation for their criticism and suggestions. In April, 1916, 
an edition with a “preliminary statement’? was issued for general circulation. 
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the Foundation to expand its sphere of usefulness and ensure its permanent 
ability to meet all financial obligations expressed or implied; 

Further Resolved, That the Board present to the associated institutions 
for their careful consideration a report of the President of the Foundation 
upon a comprehensive pension system to be applied in the future, with the 
request that if they deem desirable they may submit alternative plans or 
suggestions; and the Board herewith announce that whatever plan is 
finally adopted will be devised with scrupulous regard to the privileges 
and expectations which have been created under existing rules. 


The weaknesses of the present system according to this report are: 

1. Any pension system resting upon an endowment must inevitably 
reach its limit. The resources of the Foundation and any additions 
likely to be made to them would provide a pension system in only a 
limited number of institutions. But seventy-three colleges and univer- 
sities in the United States and Canada at present share in the benefits 
of the pension endowment, and if the present plan is continued it is 
not probable that the list could be extended beyond one hundred. 

2. The selection of institutions has been difficult to administer in 
the best interests of education, and has necessarily been arbitrary. 

3. The present plan prevents teachers from passing freely from 
one educational institution to another. A teacher who is receiving 
$1,500 in an institution associated with the Foundation will refuse 
$1,800 from another college. Also there appears to be a tendency 
among the associated institutions to take advantage of this situation in 
making advances in salaries. 

4. Ten years’ experience indicates that age sixty-five is probably too 
soon to retire teachers; that sixty-eight to seventy would be better. 

5. Under the present plan some teachers in associated institutions 
receive pensions who do not need them, while many deserving and needy 
teachers in colleges not associated with the Foundation receive nothing. 
Such inequalities cannot be adjusted under the present plan. 

6. The present plan does not really provide protection for the 
teachers in the associated institutions. A pension is only one part of a 
plan of protection. Under the present rules a teacher must have twenty- 
five years’ experience as a professor, or thirty years as an instructor and 
professor, or thirty years as an instructor alone before he is eligible to 
receive a pension. The Report indicates that of the teachers who 
begin their work at age thirty “nearly one-half will die before the 
pensionable age.” Some of the most pathetic cases which have been 
brought to the attention of the Foundation are those in which a young 
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wife with young children is left helpless by the death of her husband 
before he has served long enough to become eligible for a pension. 

7. A study of pension systems in other countries, ten years’ expe- 
rience under the Foundation’s present plans, and the facts disclosed 
in the correspondence with teachers in institutions affiliated with the 
Foundation have convinced President Pritchett that a system of gratu- 
itous pensions is based upon the wrong social philosophy. The Report 
indicates that gratuitous pensions, even where they have been sup- 
ported by governments, have finally become so heavy a burden that 
they have had to be modified or discontinued. Furthermore, teachers 
themselves cannot afford to rely upon a free pension which covers but 
one hazard of their lives and which may not be realized even at the 
close of the period of service. Their interests demand that they have 
some control over the funds out of which their protection or retiring 
allowances are to be paid, and this can be accomplished only by some 
contribution on the part of teachers and a definite contract calling for 
certain payments to them under certain conditions. Letters were sent 
to some 5,000 teachers in the institutions associated with the Foundation. 
Replies were received from about 3,500. These replies indicate that 
teachers would prefer a pension or insurance system to which they would 
contribute and which would establish the definite contractual relation 
now absent in the present plan. 

The proposed plan presented in the Report purports to be the 
result of “long study and the counsel of those best qualified to advise.”’ 
“For the sake of brevity and clearness only such statistical tables are 
introduced as seem indispensable and references to the literature are 
for similar reasons infrequent.” 

The Report indicates that there are three hazards in the life of a 
teacher which must be taken into consideration in working out a plan 
for his protection. First, there is the hazard of premature death. 
This hazard cannot be met by the kind of insurance which teachers 
have been carrying, that is, high-premium policies with investment 
features. Replies to letters indicated that of 1,044 policies carried by 
1,000 teachers, 455 were endowment and 411 were limited-payment 
policies. The suggested plan proposes to meet this hazard through 
term insurance to end at age sixty-five. This, the Report indicates, 
would enable a teacher to carry a much larger amount of insurance 
and thus give protection to his family during his earlier years which 
he does not now enjoy under the present system. To meet the weakness 
of term insurance it is combined with an annuity to begin at age 
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sixty-five. This provides for the second hazard in the teacher’s life, the 
possibility of living beyond the productive period. The Report antici- 
pates the objections which may be urged against annuities and suggests 
that provision could be made for continuing the annuity to the wife 
during her life and even to the children or for making the payment to 
the estate. These provisions could be incorporated by having the 
teacher who desired such a contract pay a greater share than would 
be paid by his college. Although age sixty-five has been used as a 
basis for the suggestions concerning term insurance and annuities, it is 
indicated that the system is to have sufficient elasticity to permit those 
who are competent to remain in service beyond that age. 

The Report assumes that it is the duty both of the teacher and of 
his college to provide for his protection. The contribution on the part 
of the college is based in part upon the theory that in the interest of 
education it should be possible to retire teachers after a certain period 
of service. It is indicated that the Foundation desires to co-operate in 
furnishing protection for teachers by providing an agency to furnish 
insurance at cost. It is intended also that the Foundation shall widen 
the sphere of its activity from the seventy-three institutions associated 
with it to the great body of college teachers in the United States, Canada, 
and Newfoundland. It is suggested that the agency which would 
furnish the insurance be called “‘The Teachers’ Insurance and Annuity 
Association” and incorporated under the laws of the state of New York, 
with a moderate capital stock owned by the Foundation. In addition 
to its paid-up capital there must be provided a paid-up surplus “suffi- 
cient to ensure complete stability,’ the surplus to be increased from 
time to time as the number of teachers who participate increases. Such 
an agency would do insurance business under the direct scrutiny of the 
State of New York Insurance Department. Although the term insur- 
ance is the type recommended in the Report, it is pointed out that this 
subagency would write in addition the ordinary life policy, twenty-, 
twenty-five-, and thirty-payment life policies. No policy would be 
written for more than $25,000. 

To provide annuities for teachers there would be organized a second 
subagency which would probably be called “The Teachers Savings 
Association.” The sole function of this agency would be to receive the 
payments of colleges and teachers, to invest them in sound securities, 
and to guarantee a certain interest. Upon the retirement of the teacher 
the accumulated capital would be paid to the insurance and annuity 
association for the purchase of an annuity. In case of death before 
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sixty-five the accumulated capital would either be returned to the 
widow or invested in an annuity. In case of retirement from the 
teacher’s calling the accumulated capital would be returned with interest 
at an agreed rate. The Carnegie Foundation is willing to co-operate 
further by guaranteeing 4} per cent on these savings. President 
Pritchett thinks the rate of interest will for some time warrant this rate, 
and he states that if the rate actually realized should fall to 4} it could 
be made up from the funds of the Foundation. 

Besides providing subagencies to furnish insurance and annuities 
at cost and guaranteeing interest at 43 per cent, the Foundation proposes 
to assume the third risk in the life of the teacher, which is disability 
before the close of the normal earning period. The Report maintains 
that, since this is a risk that cannot as yet be accurately measured, it is 
desirable not to complicate the systems of insurance and annuities by 
introducing it into the calculations; also that the experience of the 
insurance companies indicates that the risk, although uncertain, is not 
large. For these reasons the proposed plan provides for the assumption 
of this risk on the following terms: If a teacher holds a contract for 
insurance and annuity and if his health fails after a service of fifteen 
years as a professor or twenty years as professor and instructor, the 
Foundation proposes at its own cost to continue to pay during the 
period of invalidity the premiums on his life-insurance policy and also 
a minimum pension of $1,200 a year, the benefits to his family in event 
of his death being determined by the rules which govern all other cases. 

In addition to bearing the cost of administration (including the 
expenses of the agencies if they are not supported by their own surplus) 
and assuming the invalidity pensions, the proposed plan further provides 
that the Foundation shall pay all taxes on the insurance premiums and 
assist colleges in adjusting the financial load which the adoption of the 
plan would place upon them. 

If the colleges should adopt the plan proposed by the Foundation, 
it would mean a heavy load upon them to pay their part for the teachers 
of advanced age. The Report indicates that it has been this specter of 
accrued liabilities which has prevented college trustees from working 
out adequate pension systems of their own. But the Report maintains 
that it would be unjust to refuse, for all time, to inaugurate an adequate 
system of insurance merely because it could not be adjusted to the - 
teachers of advanced age, and that, on the other hand, any plan which 
would disregard the interests of those who had given their lives to 
service in our colleges would be undesirable. The proposed plan 
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suggests a compromise whereby the college might pay a slightly higher 
share for its older teachers than for the younger members; also that 
the older teachers receive less insurance and annuities than if they had 
entered the system at a younger age. The Report indicates that the 
Carnegie Foundation will expect, if necessary, to shoulder the load of 
the accrued liabilities in the seventy-three institutions now associated 
with it at least for all teachers over forty-five years of age. It is further 
pointed out that if the proceeds of the Foundation are not exhausted 
in efforts already indicated, assistance could be rendered in adjusting the 
accrued liabilities in colleges not now associated with the Foundation. 
The Report expresses the belief that if colleges adopt the plan it will be 
necessary for them to include in their own rules as a condition of employ- 
ment by them that all teachers must come in under the system. It is 
stated that the management of the new system will be by a board 
constituted so as to give both teachers and colleges representation 
thereon. 

This Report raises at least two important questions: first, the 
relation of the Carnegie Foundation to the advancement of teaching, 
and, second, the merits of the proposed plan from the standpoint of 
insurance. 

The original idea underlying “The Carnegie Foundation for the 
Advancement of Teaching,” as the name indicates, was to advance the 
teaching profession. The theory upon which the Foundation was 
launched, as was made clear in the first few pages of the First Annual 
Report of the Foundation, was that teachers ought to have pensions 
as an addition to their compensation; also that the advancement of 
teaching demanded the giving of liberal allowances to a limited number 
of teachers. These desirable prizes, it was thought, would attract 
able men into the profession. 

But in the proposed plan a very different theory is set forth. 
Although it is contended that the proposed plan will attract able men, 
it is also emphasized that the social philosophy which justifies teachers’ 
pensions is that aged and incapable teachers can be easily removed 
from the service. Further, instead of liberal allowances to a select few, 
it is now proposed that a small amount be given to all. Indeed, all 
teachers, good, bad, and indifferent, in institutions which decide to 
accept the proposed insurance are to be forced into the system. 

Just as it is doubtless true that in the long run the professions which 
offer the most substantial rewards attract the best talent, so it would 
appear that liberal retiring allowances confined to a limited number 
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of teachers would be more likely to attract able men into the teaching 
profession than would very small amounts given to many. 

President Pritchett considers it a weakness of the present system 
that some receive pensions who do not need them while others who do 
need such assistance are not on the pension list. The same reasoning 
would condemn the institution of private property and demand a 
scheme of distribution of wealth more on the basis of need than of merit. 
Until society accepts such a plan of distribution it is not probable that the 
profession which is placed upon that basis will have a favorable selection 
of men. 

But to argue for liberal allowances to a limited number is not to 
maintain, as has been done, that “the original conception of the pension 
system adopted by the Carnegie Foundation, as an aid to education 
through the increase of compensation to the teacher, was based upon 
sound social and economic principles.’”* For this original conception 
was in part that of institutional selection coupled with individual reward. 
In actual practice this illogical combination has meant subsidies to 
institutions and has doubtless prevented salaries from advancing as 
rapidly as they otherwise would have advanced in the institutions 
associated with the Foundation. If pensions had been made available 
only to those institutions that maintained a certain salary scale or that 
provided that the full professorship be accompanied by a schedule that 
would permit of productive scholarship, there would have been increased 
inducement to enter the teaching profession. Furthermore, it is ques- 
tionable whether the best results have been attained through the indirect 
method of choosing the individuals entitled to pensions. Of course, 
the institutional selection is the easiest way, but it is not necessarily the 
best way. It is quite conceivable that a head of a department or a 
president might err in the selection of a man who is yet young and 
whose career lies in the future, but it is not so probable that five hundred 
or more of his colleagues in his own field in institutions all over the 
country would err in deciding whether he deserved to be placed on the 
pension list. There certainly ought to be some method of eliminating 
the drones even in the associated institutions and of rewarding the 
deserving persons in non-associated institutions. Such a plan would 
not prevent teachers from passing freely from one educational institu- 
tion toanother. The Carnegie Foundation has gone outside the seventy- 
three institutions now associated with it and placed individual professors 


1“Report of the Committee of the American Association of University Pro- 
fessors on Pensions and Insurance,” School and Society, December 2, 1916, pp. 861-70. 
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on its pension list, and it would appear that the same standards of selec- 
tion could with profit be applied to the associated institutions. 

There are some provisions of the proposed plan which would make 
for the advancement of teaching. One is the contractual relation 
which it introduces, which would doubtless bring some stability of 
policy. Adam Smith long ago pointed out that a high tax is less objec- 
tionable than a fluctuating tax. There has been much dissatisfaction 
with the shifting and changing policy which has been followed by the 
Foundation.' Confidence in the Foundation policy received a rather 
severe shock when the service basis for a pension was withdrawn, 
making a pension available only to those who had reached a certain age 
in addition to a certain period of service. In this connection also it 
may be said that, although the legal right to make changes in the Founda- 
tion rules has been reserved, it would appear to be a rather radical move 
to refuse to continue the present pensions in the associated institutions 
to teachers under forty-five years of age. Another important feature 
of the proposed plan is the provision for the representation of teachers 
in the management. This might have been done under the existing 
plan. 

It is necessary in considering the merits of the existing plan and 
of the proposed plan to distinguish between the objects to be attained. 
From the standpoint of the advancement of teaching, if the reasoning 
so far is sound, it would appear that more able men would probably be 
induced to enter the teaching profession if substantial rewards were 
held out to them than if they were able to save something on their life 
insurance and annuities by being compelled to take out policies through 
the agencies which are proposed. Nor is it clear that the ultimate 
saving to teachers would be great, for it is quite conceivable that colleges 
would consider it less necessary to advance salaries if they were making 
annual contributions to pay for teachers’ insurance and annuities. It 
has been pointed out that there might be some legal difficulty in the 


*See “Ten Years of the Carnegie Foundation,” by Joseph Jastrow, School and 
Society, October 7, 1916, pp. 533-51; Harvard Graduates’ Magazine quoted in School 
and Society, September 23, 1916. 

? An editorial in the Nation for March 3, 1910, pointed out that this change must 
have been based upon a rather misty notion of the Foundation’s moral obligations. 
It was maintained in the Dial, November 16, 1911, that President Pritchett was 
afflicted with phobia about the demoralization of professors, and that according to 
his philosophy there was more joy in the administrator’s heaven over one teacher 
who was thwarted than there was grief concerning the welfare of ninety and nine 
that needed no thwarting. 
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case of contributions by state institutions, and the suggestion has been 
made that it might suffice to have some existing company furnish 
insurance to teachers less agents’ commission. But it is probable 
that a legal difficulty would arise here also, inasmuch as many states 
have anti-discrimination laws. Ifa new company were formed that wrote 
nothing but policies for teachers, this discrimination would not exist. 

It is difficult to discuss the proposed plan from the standpoint 
of insurance, for the report is very incomplete. It is doubtless only 
fair to assume that many details not now given will be supplied before 
any final action will be requested, and it does not, therefore, appear 
wise to enter into detailed criticism of the plan from this angle. How- 
ever, one or two general principles may be noticed. It is indicated 
that the new plan is proposed because among other things it offers 
protection from the time the teacher enters the service. This is an 
important point, but there appears to be inconsistency in the proposal 
to limit the disability provision to those who have been in service 
fifteen years. The tendency of life-insurance companies is now to 
include the disability clause in policies. Ten years ago the clause was 
used principally by the younger and smaller companies. They made 
use of it as an effective talking-point in their competition with the 
older companies. More recently it is receiving more serious considera- 
tion by the old and important companies and is being written into 
their policies. The principle of disability has in part been recognized 
for some time in the limited-payment policies. It is probable that the 
future will bring even greater use of the clause and a more liberal inter- 
pretation of it, with a probable increase in the charge which is made for 
including it in policies. 

The fact that the risk of disability is of small consequence does 
not alter the fact that to every individual teacher it is a possible risk, and 
if the function of insurance is to eliminate risk, provision should be made 
for making the disability clause effective from the beginning of the 
teacher’s service. President Pritchett himself, in emphasizing the 
weaknesses of the present system, points out that the most needy and 
pathetic cases that have come before the Foundation did not come under 
the rules of the Foundation because the teacher had not been sufficiently 
long in the service. The same reasoning would indicate that the con- 
sequences from disability would probably be more serious to the teacher 
and his family before fifteen years of service than afterward. 


* “Report of Committee of American Association of University Professors on 
Pensions and Insurance,’”’ School and Society, December 2, 1916. 
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Term insurance combined with an annuity is more suitable for 
college teachers than the high-priced policies which the Report indicates 
they have been carrying. But it would have been well to carry the 
fitting of the policy to the policy-holder somewhat farther. Such a 
policy as was recently described by the senior ex-president of the Actu- 
arial Society of America’ would appear to be more suitable for college 
teachers than the one proposed in this Report. The central idea of this 
proposal is to provide a type of term insurance that varies in amount 
as the risk in the different periods of the policy-holder’s life would 
demand. Thus during the period when the family responsibilities were 
heaviest the policy would call for the maximum amount, but as the 
policy-holder approached age sixty-five and his family would be less 
dependent upon him the amount of the policy would automatically 
decline. From the standpoint of protection and the limited amount 
which teachers can afford to pay for insurance, such a plan would 
appear preferable to the type of term insurance emphasized by President 
Pritchett. 

At the regular meeting of the trustees of the Foundation in Novem- 
ber, 1916, this Report was referred to a committee composed of “six 
trustees and five representatives of the Association of American Univer- 
sity Professors, Association of American Universities, National Asso- 
ciation of State Universities, and Association of American Colleges.” 

It is to be hoped that the reference of this Report to the educators 
represented in these various committees will result in a thorough dis- 
cussion of the plan from the standpoint of the advancement of teaching. 
Furthermore, there should be a much more comprehensive presentation 
of the insurance plan than is included in the Report, and expert con- 
sideration should be given to it before any action is taken. 

C. O. RUGGLES 


Ox10 STATE UNIVERSITY 


WASHINGTON NOTES 
END OF THE “SHIPPING POOL”? CASES 


In handing down a decision in the case of the United States v. The 
American-Asiatic Steamship Company and others (Nos. 138 and 169, 
October term, 1916), the Supreme Court of the United States has prac- 
tically closed the so-called steamship conference cases. The essential 

* Proceedings of Life Insurance Presidents, 1912. See also a pamphlet by Professor 


C. E. Brooks, Life Insurance for Professors, published by the University of California, 
1916, 
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question in the conference agreements affecting the shipping trade when 
the suits against these conferences were originally begun was whether 
the United States had the power under the Anti-trust law to attack 
combinations which had been effected between foreign corporations with 
regard to trade carried on outside of the United States, and merely 
involving the use of United States ports as terminals. While the suits 
against the steamship conferences were in their early stages, the so-called 
“Alexander Committee”’ of the House of Representatives undertook and 
carried through an investigation into the general steamship situation; 
and the outcome was to recommend a much more moderate policy than 
had previously been thought of. Apparently the “Alexander Com- 
mittee” recognized that benefits might be obtained from the steamship 
pools, provided that they were satisfactorily regulated. Nevertheless 
the suits were continued with a view to restraining the carrying out of 
agreements between British, German, and American steamship com- 
panies who were defendants. Overruling the contention that that act 
did not relate to contracts concerning ocean carriage, the federal court 
in New York entered decrees against the United States in both cases, 
dismissing the bills for want of equity on the ground that the assailed 
agreements were not in conflict with the Anti-trust act except as toa 
particular discrimination found to have been practiced in one of the cases 
which was provided against. At the time this action was taken by the 
court below, as the result of the European war the assailed agreements 
had been dissolved and the questions raised by the bills were therefore 
purely moot, as directly decided to be the case as to a similar situation 
in the United States v. Hamburg-American Line. Under these circum- 
stances the request now made by the United States that the doctrine 
announced in the Hamburg-American case be applied to both of these 
cases and the relief afforded in that case be awarded, is held io be well 
founded and as such to be granted. The decrees below are now, there- 
fore, reversed, and the cases remanded to the court below with directions 
to dismiss the bills without prejudice to the right of the United States 
in the future to assail any actual contract or combination deemed to 
offend against the Anti-trust act. 

The position thus assumed is of very substantial importance as a step 
in the development of federal anti-trust policy, inasmuch as it reserves 
the power of the United States in the future to assail any steamship 
contract of the kind referred to as being obnoxious to the anti-trust laws. 
This phase of the matter becomes of special importance in connection 
with the working of the new shipping act. Under this law it is likely that 
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a direct effort will be made to regulate and control combinations and 
pools in steamship trade after the war is over, when the so-called steam- 
ship conferences have been restored to operation, as it is reasonably to 
be expected that they will be. *No one can now predict the exact form 
that these conferences will take in view of the new economic relation- 
ships which will be established between European powers, but few 
persons doubt that when commerce resumes its normal course there 
will be the same occasion for joint agreements governing ocean traffic 
that there was before the war opened. 


REPORT OF THE FEDERAL RESERVE BOARD 


The Federal Reserve Board on February 3 sent to the Speaker of 
the House of Representatives its third annual report, covering the 
operations of the system for the year 1916. (H.R. Doc. No. 1888, 64th 
Congress, 2d session.) The outstanding feature of the document is its 
discussion of the existing banking position as affected by possible condi- 
tions growing out of the present abnormal state of foreign trade, and the 
situation that may exist after the war is over. 

To make the system an effective means of financial preparedness, 
able to guard against all contingencies reasonably to be expected, the 
Board proposes the reserve percentage amendments to the Federal 
Reserve act already made known some time ago, which it estimates 
would result in massing in the federal reserve banks a total sum of $800,- 
000,000 to $900,000,000. 

This plan for a powerful massed reserve is further amplified and 
worked out in its foreign aspects as shown by the statement that the 
establishment of connections with the great governmental banks abroad 
is under consideration, and that relationships, not only with the Bank of 
England, as announced some time ago, but with other institutions, will 
be authorized from time to time, such relationships to be employed as a 
means of regulating gold export movements. The central feature of the 
report is thus a highly developed and thoroughgoing plan for uniting 
and organizing the gold resources of the banks of the country under joint 
management, designed to render their use as effective and economical as 
possible, both at home and in international trade. 

The report shows that the banking situation of the country taken 
as a whole is in some respects one of remarkable strength, because of the 
notable additions to the gold holdings of the banks and of the people at 
large, but a note of caution is sounded in the statement that there has 
been an even greater proportionate expansion of deposits and loans. 





298 JOURNAL OF POLITICAL ECONOMY 


The investment of the funds of the banks in long-term securities has been 
very large. Purchases of obligations other than those of the United 
States government are now more than six billion dollars, an increase, 
as compared with the situation in June, 1914, of about $1,300,000,000, 
or 27.2 per cent of the sum then invested. According to the Board, the 
purchase of desirable foreign loans by American investors has been 
a healthy and normal operation, and the recent statement containing 
a@ warning against undue extension of bank investments in foreign 
securities was intended simply as a caution to the banks that eventually 
the amount of securities to be taken over must depend upon the absorb- 
ing power of the investor himself. 

The banking and currency situation has developed very satisfactorily 
during the year in a number of ways, which are fully described in the 
report. Interest rates have been low throughout the year, but the Board 
has found it unnecessary to establish any special low rates of discount 
as was done during 1915, and those that were already in effect have been 
but little availed of, owing to the satisfactory financial position of local 
farmers and traders. There has been a most encouraging improvement 
in the character of the paper circulation of the country. Federal reserve 
notes, practically equivalent to gold certificates and protected by 100 
per cent of gold, have been issued to the extent of about $283,000,000. 
At the same time the old national bank notes have fallen off to the extent 
of $44,500,000, their place being taken primarily by the new gold-secured 
notes. Co-ordinated with this process of strengthening and improving 
the circulation of the country has been that of rendering more effective 
the use and availability of checks. The Board shows that there are now 
about 15,000 banks in and out of the federal reserve system on which 
checks may be collected at par, and it predicts that further experience 
under the present plan of clearings and collection will at no distant date 
practically place the whole country on a par collection basis, inasmuch 
as banks will be likely to lose desirable business if checks drawn upon 
them are at a discount while checks drawn upon a near-by competitor 
circulate at par. While the clearing system is thus moving forward 
toward complete success, the Board recommends amendments to the 
Federal Reserve act designed to further improve and confirm it by 
facilitating the use of the system by state banks and trust companies. 
That the growing strength and efficiency of the federal reserve system 
js fully appreciated by the banks of the country is strongly set forth, the 
Board stating that the reserve banks have won the confidence of the 
public, that the system is established upon a firm and enduring founda- 
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tion, and that information available shows that an increasingly favorable 
attitude is being adopted toward it by strong state institutions. The new 
members gained by the system during the year 1916 numbered 130. 

In dealing with the earning capacity of the system, the outstanding 
fact noted by the report is that net profits for the past year amounted to 
5 per cent on the average for the whole system, as against an average 
net earning since organization of 3 per cent of paid-up capital. The 
gross expenses for the year are shown to have been about $2,200,000, 
while the net earnings were about $2,750,000. A table of dividends 
shows that all the banks are now on a dividend basis, although none of 
them have provided for their fully authorized percentage up to date. 
This is in spite of the fact that the past year has been an unusually 
unfavorable period for the business of rediscounting, owing to the great 
plethora of funds in the vaults of banks generally and the prevailing low 
rates of interest. 


OUR STOCK OF GOLD 


Very strong interest has been felt by economists and by the commer- 
cial public in the question: What has been the actual gain of gold by the 
United States since the beginning of the European war, and how has the 
gold thus gained been distributed? In the accompanying table, com- 


piled from official sources, are presented figures (necessarily estimates 
in part) showing the amounts of gold, including gold certificates, held 
by the Treasury, the banks and the public on specified dates. 

For January 1, 1917, the amount of gold-covered federal reserve 
notes was combined with the total gold stock of the country, and the 
amounts of gold (less the amounts in the Gold Settlement Fund) held 
by the agents were combined with the amounts of gold held by the 
Treasury and the banks. 

The total stock of gold, according to Treasury estimates, shows an 
increase during the period of nearly one billion dollars. National banks 
increased their gold holdings (including amounts held with federal reserve 
banks) during the period by 397.2 millions, and other banks, by an 
estimated 63 millions. The amount of gold (coin and certificates) out- 
side the treasury and the banks, i.e., in the hands of the public, shows an 
estimated increase of 163.6 millions. 

Between November 16, 1914, and January 1, 1917, there were also 
issued over 282 millions (net) of gold-covered federal reserve notes, of 
which over 25 millions are held by the federal reserve banks themselves; 
over 2 millions by the Treasury; 12.5 millions by national banks; and 
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an estimated 10 millions by other banks. At the beginning of the present 
year there were, therefore, in the hands of the public, 232.5 millions of 
these notes, the gold equivalent of which was held by the federal reserve 
agents and the United States Treasury. 

The estimated amount of 350 millions for the total gold held on 
January 1, 1917, by banks other than national, and the resulting increase 
for the period since July 1, 1914, are probably too low. Gold reserves 
of state banks and trust companies in Greater New York alone show an 
increase of $41,053,600, or about 28 per cent, between the end of June, 
1914, and the end of December, 1916, while the combined gold reserves 
of the national and federal reserve banks, according to the attached 
statement, increased during the same period by over 397 millions, or 
68 per cent, as against an estimated increase of less than 22 per cent for 
the other banks. 

The ten-million estimate for federal reserve notes held by other than 
national banks is arrived at by applying the ratio of federal reserve notes 
held by these banks to total federal reserve notes in circulation obtaining 
on June 23, 1915, to federal reserve notes in circulation on December 30, 
1916. 

To recapitulate: Of the total increase since July 1, 1914, of about 
396 millions of gold and gold-covered federal reserve notes in the hands 
of the public, about 164 millions represent the calculated increase of 
gold and gold certificates, and 232 millions the addition to the national 
circulation of federal reserve notes. 

Care has been taken to exclude from the statement duplications of 
either gold and gold certificates, federal reserve notes and gold coin, 
or federal reserve notes and gold certificates. The increase of 164 
millions for gold and gold certificates in the hands of the public, for 
reasons stated above, is probably too large. 





BOOK REVIEWS AND NOTICES 


A Study of Industrial Fluctuation, An Enquiry into the Character 
and Causes of the So-called Cyclical Movements of Trade. By 
DENNIS HOLME RoBErtTson. London: P. S. King & Son, 
1915. 8vo, pp. xiiit285. 7s. 6d. 

This essay won a Trinity College (Cambridge) Fellowship in 1914. 
An earlier draft obtained the Cobden Club Prize. 

The book (aside from the adjustment in Part II, chap. iii) is an 
attempt to treat the whole subject of economic cycles upon a non- 
monetary basis. In the preliminary chapter we find such remarks as 
“the sooner we get out of thinking in terms of money . . . . the better” 
(p. 4), and “the inevitable Crusoe himself must be regarded as liable to 
alternations of prosperity and depression”’ (p. 4), On p. 13 we read 
“T use the word price in this book as synonymous with exchange value 
in terms of goods in general.” 

Three criticisms may be made here. In the first place it certainly 
seems to the present reviewer that attacking the problem of economic 
cycles in a non-monetary economy is like tilting at windmills. In the 
second place, though a most interesting statistical investigation could 
probably be made in the relative movements of the exchange value of 
particular commodities upon the basis of their exchange values in terms 
of index numbers, this is not attempted. Robertson’s non-monetary 
price never involves the statistical comparison of particular money 
prices with general money prices. It leads rather, in the theoretical 
chapters, to a subjective cost treatment—approaching in a number of 
instances perilously close to a straight labor-pain discussion. In the 
third place, notwithstanding clear and definite statements in the earlier 
parts of the book that the treatment is to be strictly non-monetary, we 
find that, though in the purely theoretical chapters such an attempt is 
made, in the descriptive and statistical chapters the writer either forgets 
his non-monetary promises or finds them impossible to fultil. 

A curious side light on this is Robertson’s criticism of Aftalion and 
Baranowsky for “professing to dig below the mere money surface of 
things,” but being ‘always prone to relapse into monetary terms”’ 
(p. 212). Aside from the purely theoretical chapters Robertson himself 
practically never gets out of monetary terms. After defining price on 
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p. 13 as synonymous with “exchange value in terms of goods in general,” 
he starts in on p. 16 discussing cycles in the [money] price of coal and 
iron. This is quite typical. In the statistical chapters price means 
money price. 

The attempt at a non-monetary treatment in the theoretical chapters 
gives those chapters such an atmosphere of unreality that it becomes in 
places extremely difficult to pass from the hypothetical to the real world. 
As an example the reader may examine Part II, chap. i, § 3, ‘“‘Harvests— 
The Elasticity of Demand.” Here the attempt is made to show that the 
stimulating or depressing effects of large crops are dependent upon “the 
elasticity of effort demand’”’ of the consumers (p. 131). 

When we realize that the whole discussion refers to conditions in “a 
society in which industrial policy is in the hands of co-operative groups 
of producers, supplying jointly the needful capital, enterprise, and labor, 
and exchanging their products directly [without the use of money] with 
one another” (p. 206), we settle down to the task of examination in 
much the same spirit as that in which we might tackle a problem in 
non-Euclidean geometry. 

“The resources,” says Robertson, “which the consumers of corn 
are prepared to expend on commodities in general (including corn) are 
not a fixed fund but a flow” and “a mere alteration in the ratio of 
exchange will not increase that flow unless it involve an increase in the 
productivity of effort of corn consumers in terms of satisfaction [Robert- 
son’s italics], in other words unless the elasticity of their demand for 
corn in terms of effort is greater than unity” (p. 131). If the elasticity 
of effort demand be greater than unity, measured at the point where, 
in the succeeding year, an amount of effort is put forth equal to that 
put forth in the preceding year, than in the succeeding year an increased 
amount of effort will be put forth toward the purchase of corn. But 
if the non-corn-producing corn consumers (the industrial class) put forth 
greater amount of effort there will be an increase in industrial production. 
Each class will then be both exchanging and consuming more; but this is 
prosperity—which Robertson defines as increased consumption (p. 125). 

While the question of the exact way in which changing crop yields 
influence the economic cycle is one demanding much more exhaustive 
treatment than it has yet received, it hardly seems that a deductive 
analysis of subjective conditions in a hyopthetical state is the most 
promising approach. 

Robertson’s book contains, however, a multitude of extremely sug- 
gestive ideas, and no one who is interested in the problem of prosperity 
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and depression can afford not to read it. In the descriptive and sta- 
tistical sections, where the author largely forgets his non-monetary 
assumptions, the book is much less unreal and metaphysical. 


FREDERICK R. MACAULAY 
UNIVERSITY OF CALIFORNIA 


The Next Step in Democracy, By R. W. SEttars. New York: 
Macmillan, 1916. 8vo, pp. 275. $1.50. 

The general purpose of this excellent book is to give “a clear idea 
of those advances in social, economic, and political life which appeal to 
the kindly and intelligent man of the western world as both desirable 
and feasible.” ‘Cannot justice be increased among us if we take thought 
and be no longer satisfied with the traditionary methods of dealing with 
our fellow-men? Cannot freedom become less formal and legal and 
more a reality for the mass of workers if the spirit of co-operation be 
allowed to permeate and mould our economic institutions? Cannot 
equality pass from a mere phrase to a significant reality if it be taken to 
mean equality of opportunity? Such questions as these,” Professor 
Sellars says, ‘‘are abroad in the land and the sentiments which they are 
fostering will gradually find expression in those practical reforms and 
social experiments which mark the onward movement of democracy.” 

This onward movement our author divides into three stages: the 
stage of status, often spoken of as primitive socialism; the stage of 
individualism, or let-aloneism, called on its political side ‘the police- 
power view of the state” and on its economic side, /aissez-faire; and 
finally the stage of socialism, which Professor Sellars in these few words 
satisfactorily defines: “‘Socialism is a democratic movement whose pur- 
pose is the securing of an economic reorganization of society which will 
give the maximum possible of justice, liberty, and efficiency and whose 
plan is the gradual socializing of industry to the degree and extent that 
seem experimentally feasible.” In this succinct definition four essentials 
are included. In the first place, socialism is a movement, not a fixed 
system, but a “slow and creative growth,” an “aspiration,”’ as Proudhom 
expressed it, “towards the amelioration of society.”” In the second 
place, this socialistic movement is democratic in character. To be sure, 
“‘our own plutocracy was founded ostensibly upon a democratic theory, 
but one,”’ says Professor Sellars, ‘‘which has proven itself to be false, 
because too atomic and with too much stress upon fixed rights. The 
result has been the shamefaced growth of a vulgar type of aristocracy. 
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It is the inadequacy of the basis adopted by our so-called democracy that 
socialism attacks. It demands that the good of all become the avowed 
end of society and that conscious and persistent efforts be made to attain 
this good in spite of the inertia of institutions.” In the third place, 
socialism ‘“‘concerns itself with the economic reorganization of society,” 
the purpose of such reorganization being “‘to give the maximum possible 
of justice, liberty, and efficiency.” Finally, as to the means to be 
employed, ‘‘socialism desires the introduction of group ownership and 
control wherever feasible in order that the motive of private profit may 
be subordinated to human welfare. Co-operation of such sort,” says 
Professor Sellars, “stresses social relations, trains the imagination to 
think of the self as in large measure a function of society as a whole, 
removes the unholy emphasis on wealth as the end of life, and makes life 
less of a grim battle against pain and more a valiant and successful 
campaign against the niggardliness of nature.” 

“This socializing of industry should not,” our author adds, “ dimin- 
ish the need for individual responsibility but rather hearten it because 
lessening the unholy pressure to which the individual is now subjected.” 
From which it would appear that “the personal ideals of socialist and 
reforming individualist are less sharply opposed than is usually assumed. 
Both aim at the proper harmony of personality and efficiency.” “The 
individualist stresses personal success and the life of the family—the 
narrower and more primitive social groups—while the socialist brings 
into the picture those connective relations of interdependence which 
make society something corresponding to an organism. So the socialist 
feels he has something more positive to offer than the reforming indi- 
vidualist; in his eyes industry has passed beyond the stage of individual 
management for the sake of private profit and henceforth involves “a 
kind of social partnership which properly implies rights, responsibilities, 
and consequences which are beyond the just sovereignty of any indi- 
vidual or arbitrary group of individuals.” 

But we Americans—“ abstract idealists who refuse to test our beliefs 
by facts”—are still on the individualistic stage. This is because we 
“have remained on the whole what the Germans call kritiklos, that is, 
unreflective, uncritical.”” As Professor Sellars so sagely remarks: “we 
have taken high-school buildings for schools, and city halls for civic 
consciousness of the city, and libraries for scholars—we need to have a 
Socrates to sting us out of our lethargy.” ‘Formerly we were fasci- 
nated by the vision of an abstract liberty which assumed that it was 
possible for individuals to be isolated and self-sufficient; now we are 
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asking ourselves the conditions of a dynamic social liberty in which 
individuals may aid one another to find the conditions of a satisfactory 
life.” And we are coming to realize at last that the enemy of our 
liberty is no longer government, but lack of opportunity and of actual 
control of the conditions of life. But “before America will turn to social- 
ism it must be converted—a slow process this when it concerns a nation— 
and learn to look beyond mere quantitative achievement to the sane 
qualities of life. It must thirst for real liberty, rational equality, justice, 
and a noble life and be so convinced of their transcendent worth that it 
will not hesitate to look upon rights and institutions as valuable and 
deserving of consideration only so far as they are clearly conducive to 
these ends.” 

With all he has to say of the present, Professor Sellars is still opti- 
mistic with regard tothefuture. ‘A new vision of justice,” he says, “has 
taken possession of those unselfish minds who form the ethical leaven 
of society.” Thus the ideal of the present-day socialist is become that 
of “‘stimulating the social conscience to a desire of better things.”” Some 
of these better things our author sets forth as follows: Socialism hopes 
to reduce the disorder characteristic of the market as at present organ- 
ized; socialism hopes to lessen the waste characteristic of present 
methods; socialism hopes to eliminate all degrees of competition that are 
obviously anti-social in their consequences; socialism hopes to eliminate 
unmerited poverty; socialism hopes to tap new energies which are now 
latent and are not elicited by our social arrangement; socialism hopes 
to make labor-saving devices really saving of labor; socialism hopes to 
procure a fair degree of leisure for each individual; socialism hopes to 
achieve a better distribution of human costs; socialism hopes to bring 
in its wake a society, healthier physically and morally, and one ever more 
capable of developing sane and progressive institutions.” 

The misconceptions of socialism Professor Sellars is very careful 
to correct; the objections to socialism he meets candidly and with evi- 
dent conviction. Having thus cleared the ground, Professor Sellars then 
proceeds to consider the ethics of labor, the growth of justice, some 
principles of pecuniary reward, and the conditions of a social freedom. 
It is in the chapters devoted to such consideration that Professor Sellars 
is at his best. Everything he says is extremely practical and to the 
point, yet illuminated with a lofty idealism. A few quotations taken at 
random will illustrate: ‘Modern private property is the most irrespon- 
sible institution ever developed.” “Let us not fool ourselves: the 
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society of today in the United States is not a democracy, it is plutocratic 
commercialism dominated by pecuniary values. Democracy is as yet 
largely a matter of vague sentiment and of perplexed wishing.” The 
result is that “there has been a revulsion from work and a dilettante 
trifling with life. Life has come to be thought of as something which 
lies beyond labor, whereas the right kind of labor is the heart of life.” 
“So few of the leisure class have vital lives. They have no large interests 
and plans, the carrying out of which by persistent effort would give them 
a happy and noble life, and they are forced to fall to the level of seekers 
of distraction. The stimulus of serious purpose and of large, wholesome 
problems is absent.” “Age and position are naturally conservative 
and suspicious of new departures; success and comfort have their preju- 
dices as surely as do failure, poverty, and unarrived ability.” On the 
one hand, “poverty hinders the growth of nobler achievements because it 
prevents the possession of necessary conditions”; on the other hand, 
“wealth is apt to remove the simplicity and directness of genius.” 
Surely ‘‘that society which toils overhard to give fools wherewith to dis- 
port themselves is a foolish society.”’ Indeed, “the paradox of America 
has been that its pride has suffered so little at its acknowledged inability 
to do large social things in a co-operative way.”’ ‘‘The ethics of reward 
is bound up with the ethics of work and the ethics of lesiure”’; surely then 
we should seek some principle of reward “above the level of power, 
custom, and prejudice.”” Evidently the principle of distribution should 
be “internal, purposive, and social and not merely external and me- 
chanical.” For is it not true, as Professor Sellars says, that “the ulti- 
mate salvation of a people will be spiritual, intellectual, volitional’’ ? 
“Tt is the soul of a people which creates its institutions, choosing those 
which best express and forward its aspirations. And if we, as a people, 
desire this spiritual unity which has in it the creative power to make 
democracy more than a cumbrous political form, we cannot remain 
divided into masters and men, controllers and controlled, the ‘haves’ 
and ‘have-nots,’ the dependent and the independent. Our future will 
be determined by our solution of the economic question; but this solu- 
tion will express our spiritual quality and our intelligence.” 


LINDLEY M. KEASBEY 
UNIvERSITY oF TEXAS 
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Agricultural Economics: A Selection of Materials in Which Eco- 
nomic Principles Are Applied to the Practice of Agriculture. 
By Epwin G. Nourse. Chicago: The University of Chicago 
Press, 1916. 8vo, pp. xxv+896. $2.75. 


Teachers of agricultural economics will welcome this collection of 
materials. The book contains nearly three hundred selections, consist- 
ing of excerpts from government publications, farm journals, etc., and 
the writings of economists. The author himself has contributed liber- 
ally, not only with numerous introductory explanations and suggestions 
but also in the discussion of specific topics. Throughout, the aim has 
been (1) to present the fundamentals of economic theory in their 
bearing on agricultural facts, (2) to define in an exemplary manner the 
scope and meaning of agricultural economics, and (3) to develop what 
the author calls a “composite textbook”’—in a field where the need of 
a satisfactory text has long been felt. 

So far as the selections themselves are concerned, the reviewer has 
little criticism to offer. On the whole, they have been well chosen. 
They are short, concise, and suggestive. Their number and brevity 
give a distinct value to a collection of this kind, inasmuch as one is not 
obliged to devote his time to the study of extraneous material so often 
found in source-book treatises. Where the problem under discussion 
is of a controversial nature, both sides of the case are carefully pre- 
sented. But in some instances the author has failed to set forth impor- 
tant facts bearing upon his subject. That is, too little space has been 
given to certain topics. In the one hundred pages devoted to interest 
rates and rural credits, only six pages have been allotted to the descrip- 
tion of European systems of rural credit. No mention is made of the 
joint-stock mortgage banks of Germany, the Crédit Foncier, Irish land 
purchase legislation and its effects; nor are there any amortization 
tables for the student’s inspection. And there is a wealth of material 
covering these subjects. Surely no student of agricultural economics 
can form an intelligent judgment on the matter of rural-credit legislation 
in this country, or even acquire a superficial understanding of it, without 
having a pretty fair knowledge of European systems. It would seem, 
therefore, that in the selection of the readings on rural credit the author 
has not only failed to anticipate the needs of the student, but he has 
also clearly violated the “law of proportions.” 

With regard to the organization of the subject-matter—that veri- 
table stumbling-block for most textbook-writers in the field of agri- 
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cultural economics—the selections, other than those forming the his- 
torical background, have been grouped under the fourfold divisions of 
consumption, production, exchange, and distribution. Beginning with 
production, the order of treatment and the specific topics are as follows: 
land and natural agents; human effort; capital-goods; organization 
and management; records and accounts; value and price as related 
to farm products; market methods and problems; transportation and 
storage facilities; rent and value of farm land; land tenure and land 
policy; interest on farm loans; rural credits; agricultural wages; 
problems of agricultural labor; profits in agriculture. 

To some instructors this method of treatment will doubtless make 
a strong appeal, particularly if their course in agricultural economics 
is the beginning course—as is the case in many agricultural colleges. 
But the reviewer does not believe that the subject can be satisfactorily 
taught as an introductory course; nor can he appreciate the advantages 
(if there are any) of using that time-honored division when dealing with 
advanced students. There are, indeed, distinct disadvantages. In the 
first place, it is a blow to the pride of those advanced students who have 
been well-grounded in the elements of economics when they discover 
that they are traversing the same subject-matter and the same organ- 
ization for the second time. And their feeling in this matter is not with- 
out some justification. For in most western universities the current 
and certainly the most effective method of visualizing an economic 
principle in the elementary course consists in citing the case of the 
farmer. To avoid the loss of interest growing out of mere repetition, 
the subject-matter at least should be organized along different lines. 
In the second place, the application of the time-honored division to 
agricultural economics is scarcely appropriate. The force of that 
organization is completely lost when one gets outside of the field of 
general economics. Agricultural economics is not concerned with the 
whole group of business activities in society, but rather with the business 
activities of a particular group. This does not mean that it is a mere 
descriptive study. On the contrary, it is essentially analytical, replete 
with problems, and no less a social study than the study of railroads, 
insurance, and trusts. 

From the point of view of the economist there are three fairly dis- 
tinct departments in the business of farming, i.e., organization for pro- 
duction, marketing, and borrowing. Therefore why not treat the subject 
in its logical manner? Such an arrangement, although based directly 
on the individual point of view, readily admits of social and historical 
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treatment. A large portion of the material ordinarily treated by text- 
writers under production and distribution might well be taken for granted 
or, if inclusion seems necessary, it should be dealt with under organ- 
ization. Here, special emphasis should be laid on the entrepreneurial 
problems of land, labor, and capital investments, the determination of 
land values and prices and their bearing on agricultural production, the 
size of farms, the form of land tenure, farm accounting, and the farmer’s 
income. All of these problems are intimately associated with the entre- 
preneurial problem of organization. They are, moreover, quite insepa- 
rable from considerations of social forces. The problems of marketing 
and borrowing are admirably suited to reveal the defects of the economic 
organization of society in its relation to the farmer. 

The reviewer has offered these tentative suggestions because he 
does not believe in destructive criticism for its own sake, and further- 
more because he has long been dissatisfied with the definition of agri- 
cultural economics as exemplified in current treatises on the subject. 
His criticism, therefore, is not directed so much against Professor 
Nourse in particular as it is against writers on agricultural economics 
in general. For Professor Nourse has assembled some suggestive mate- 
rial. He has produced, as it were, a “comparative print”’ which throws 
the searchlight of agricultural data on controversial points in economic 
theory—theory which has too often been developed without due regard 
for agricultural facts. In accomplishing his other aims he has not suc- 
ceeded so well. His collection of materials can hardly be regarded as 
a first-class textbook. Nevertheless, it represents by far the best 
attempt that has yet been made to satisfy this need. 


GrEorRGE E. PuTNAM 
UNIVERSITY OF KANSAS 





How the World Makes Its Living. By LoGaN Grant McPHERSON. 
New York: Century Co., 1916. Crown 8vo, pp. viit+423. $2.00 
net. 


Within the last few years what might be styled the one outstanding char- 
acteristic of American life, the keen interest of all Americans in the affairs of 
business, together with materialistic advance through business endeavor, has 
caused a great deluge of books covering one phase or another of business 
activity. At the same time theoretic economics has gained prominence in 
this country, and its study has led to the growth of a considerable body of 
works dealing with matters of a more or less purely theoretic nature. Thus 
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two rather distinct types of literature have developed side by side, each cover- 
ing but one phase of the same situation. A number of colleges and universities 
in various parts of the country have so organized their curricula as to bring 
economic theory and business practice into close correlation; but the American 
public as a whole has not been brought to see the facts of business as mani- 
festations of economic principles. It was to bridge the gap that this book 
was written; to point out the fundamental facts of business as it is carried 
on today, and to bring out the relation of these facts to economic principles. 
It is the expression of a life rich in experiences within the world of business, 
and of a mind appreciative of the fundamental concepts of economic science. 

The theory of the evolution of modern economic institutions has made a 
deep impression on the author; he sketches the evolution of the institution 
of property, money, interest, rent, wages, prices, and profit, showing the 
steps by which they have achieved their present places in the economic scheme. 
An attempt is made also to point out the goal toward which mankind, by the 
use of property and the exchange of things and services, is tending. Co- 
operation is shown to be at the heart of the whole economic process, and the 
situation where ‘‘the efforts of all men would conduce to the greatest benefit 
of all men” is put forth as the ideal to be striven for, instead of the present 
tendency for each individual to give the smallest possible measure of effort 
for the greatest possible return in money. 

The work is, on the whole, simple in style, novel in viewpoint, and inter- 
esting in subject-matter. Technicalities are avoided as far as is possible in a 
work dealing with economic concepts. While the subject of the discussion is 
economic in character, this is no text on economics. It is rather adapted to 
giving the reader some realization of the philosophy and facts of modern 
business relations. 


Political Thought in England from Bentham to J. S. Mill. By WrLi1aM 
L. Davipson. New York: Henry Holt & Co., 1916. 12mo, 
pp. 256. $0.50. 

In this book the author traces the development of English thought in 
philosophy, ethics, politics, economics, and education from the time of Jeremy 
Bentham to John Stuart Mill. That is to say he reviews the contribution of 
the utilitarians. 

Utilitarianism, we are reminded, was not a rounded and complete theory 
delivered once for all from the beginning with little or no change, but was the 
growth of a central idea modified by a succession of writers, each of whom, 
with his own merits and peculiarities, enriched the common teaching, advanced 
the theory beyond the other, and carried it forward to a fuller issue. 

The writer traces the genesis and growth of the school by treating in 
order the life and works first of Jeremy Bentham, James Mill, and John 
Stuart Mill, and finally the lesser writers, George Grote, John Austin, and 
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Alexander Bain, pointing out in each case the differences between these men 
in essentials of methods, beliefs, and, more important, the total contribution 
to the “‘greatest happiness philosophy.” 

Intended primarily for the busy reader, the book does not attempt a 
critical analysis of the ideas of the school, but, on the other hand, briefly 
states the salient features deemed of value to this class of readers. The book 
is well written and the style recommends itself by its directness and simplicity. 


Advertising and Its Mental Laws. By Henry Foster ADAMS. New 

York: Macmillan, 1916. Crown 8vo, pp. xi+333. $1.50. 

So important has advertising become as a factor in modern life, so inti- 
mately does it enter into the economic actions of each of us, that any study, 
such as the one now under discussion, leading to a more efficient use of adver- 
tising should be of more than passing interest. Especially is that true of this 
book, as it puts forth a truly scientific method, analyzing the problem to 
determine the many factors, and studying each factor apart from the others. 

At the root of the method lie certain principles of psychology; these are 
taken up at length and their relation to advertising is explained. The analysis 
of factors is then made, and the effect of the different elements is reduced to a 
mathematical basis. This preparation opens the way for that part of the 
study which is applicable to practical advertising problems. Data obtained 
by laboratory experiments is compared with the results of advertising 
campaigns that have actually been carried out in the business world, and the 
very close correspondence of the results obtained by the two methods is 
brought out. It is this section of the work, taken with that part which sug- 
gests weaknesses of a certain advertising and means of curing them, that gives 
it its chief practical interest. The combination of theory, method, and 
practical suggestion should make the work useful for the student of advertising. 


State Socialism after the War. By Tuomas J. Hucues. Philadelphia: 

George W. Jacobs & Co., 1916. 12mo, pp. 531. $1.50. 

If from the title of this book the reader is led to expect a critical analysis of 
present social tendencies based on scientific data, he is doomed to disappoint- 
ment. The state socialism which the writer describes is “‘Equaland,” a 
modern utopia, created by Great Britain “in a rich and undeveloped part of 
Africa” in the attempt to solve the problem of unemployment following the 
war. The workings of the economic system, based on “‘distribution according 
to needs, an equal wage, and property tenure according to ability,” are 
explained in laborious details, but the results are visionary and impracticable. 
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